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K. N. & K. are always posted on 
general market conditions, and 
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and $1000 deneminations, yielding from 414% 
to 6%. 
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THE OUTLOOK 


Important Effects of Credit Expansion—Increase in Rediscounts 
—War Inflation at Home and Abroad—The Public 
Utilities -The Market Prospect 








URING the month of June there was a slow downward drift in the bond market, 
/D) due to the expectation of higher income taxes. This has led to some shifting 
[aeaaet §€«©from taxable bonds to non-taxable, so that the general movement of corporation 
ee = bonds, which are of course taxable, has been downward; but the decline has 
not been important. 

Industrial stocks, considered as a whole, advanced steadily throughout the month 
with only moderate reactions. An average of 25 industrials rose from 76.4 May 31 to 
85.1 June 27. The rise in the more speculative issues was as a rule greater than this. 

The average of 25 rails has remained nearly stationary. Government control and 
the fixing of railroad incomes by the guaranty of earnings has removed the speculative 
impulse from most railway issues. There is also a disposition to await the signing of the 
Government’s contracts with the roads, which is still delayed. 


Effect of Further Credit Expansion 


E have become so accustomed to the steady expansion of credits which is taking 
place as a result of the war's vast drafts on our supplies of capital that the 
subject has almost ceased to attract comment. Nevertheless, this factor is of 

: just as great economic and financial significance as ever. In spite of the best 
efforts of the Treasury and bankers to prevent expansion from progressing to the stage of 
inflation, it is inevitable that the same general tendency should continue, probably as long 
as the war continues. 

Its effects on the business and investment situation cannot be otherwise than far- 
reaching. Attention is called elsewhere in this issue to the great economic significance of 
an increase in our general commodity price level to 220% of that prevailing just before 
the war in 1914. Continued expansion of credits will tend strongly in the direction of 
still higher commodity prices. Even Government price-fixing will probably not suffice to 
prevent a further advance. Not all prices can be fixed, and those that have been fixed 
will in many cases have to be advanced because of the climbing of wages and materials. 





Increase in Rediscounts 
HE most immediately important of the various forms which credit expansion is 
taking is that of an increase in rediscounts by the Federal Banks on the security 
Aaa obligations, including Liberty Loan bonds and Treasury cer- 
ificates. 


In preparation for the floating of the Third War Loan and for the June tax pay- 
ments, over $4,500,000,000 Treasury certificates were placed with the banks and the tax- 


(463) 

















404 THE MAGAZINE OF WALL STREET 





paying corporations. This tremendous draft upon our capital and credit facilities took 
place within a period of about four months. 

The necessary result was an increase in the rediscounts of the Federal Banks. At 
the beginning of 1918 about 45% of the Reserve Banks’ rediscounts were based on 
Government obligations. The last report showed that this proportion had risen to nearly 
65%. Or, stated in dollars, rediscounts based on Government papers increased about 
$370,000,000 between January and June. 

The Government now proposes to issue $6,000,000,000 of Treasury certificates 
between June and October, and tentatively announces that the next Liberty Loan is 
likely to be of the same amount, $6,000,000,000. This increase of one-third in the 
rate at which the certificates are to be issued will inevitably result in a further climb in 
the rediscounts of the banks and thus in a further important expansion of credit. 


War Inflation P.actically Unavoidable 


T is of little use to argue, in the present emergency, whether war inflation of this 
kind could be avoided without checking production. Theoretically, probably 
it could be. Practically, taking human nature and conditions as they are, it 
cannot be avoided. 

The course of events in every great belligerent nation has been the same. England, 
financially both the strongest and the most conservative of the European participants in 
the war, now has about $5,000,000,000 of Treasury bills outstanding, and her circu- 
lation of war-time “currency notes’ has risen to approximately $1,200,000,000, of 
which over one-third have been added within the last year. 

Austrian paper currency, as long ago as last December—the latest definite figures 
available—had risen from $440,000,000 before the war to $3,540,000,000, while 
her gold holdings had fallen from $257,000,000 to $55,000,000. Her situation must 
be still worse now—how much worse there is no way of knowing. 

In all countries the causes are the same. Because so large a part of the world’s 
labor power is being applied to the war, and because war demands are insatiable, only 
limited by productive capacity, there is necessarily a scarcity both of labor and of most 
of the products of labor. The natural economic result of scarcity is higher prices. And 
to transact business at higher prices, more money is required. In the meantime, gold is 
guarded and drawn into the banks and the government treasuries, as a war measure. And 
to provide the increased supply of money needed, paper currency is issued. In the United 
States, this paper currency is obtained through the process of rediscounting Government 
obligations and commercial paper. 


The Only Remedy is Saving 


HE only available remedy or deterrent in this process lies in saving. Money and 

credit represent purchasing power. When this purchasing power is permitted 

to grow faster than the growth in the supply of goods which can be purchased, 

thus altering the proportion between goods and purchasing power, higher prices 

must result. When loans are made upon bonds or upon any other claims to the future 

product of industry, the tendency is toward higher prices. And when those loans are 

transmuted into the form of paper currency, as in rediscounting under the Federal Bank 

system, the effect on prices is more direct and immediate than when the loan remains in 
the form of a bank credit. 

The immediate cause of higher prices, therefore, is excessive purchasing power in 
proportion to production. But saving means reducing purchasing power. The man whe 
_ puts his money in the bank instead of buying a piano reduces the demand for goods by 

just that much, and increases the supply of capital. 

Therefore, all governments bend every effort to induce their people to save, to cut 
down their consumption of luxuries and non-essentials. Luxuries are taxed heavily for 
that reason, and in government distribution and control of materials the non-essentials or 


_ .Jess-essential. industries: are served last. 
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Effect of War Finance Corporation 


N Germany, the Dahrlehnskassen or loan bureaus were established at the begin- 
ning of the war to make advances on deposits of war bonds. The German 
government has recently decided to permit these loan bureaus to make long- 
term advances to municipalities by the issue of notes called Kassenscheine, 

which are to be counted by the Imperial Bank as gold and to serve as security for the 

bank’s own note issues. 

In this connection the following extracts from an Amsterdam dispatch to the New 
York Evening Post is highly significant and thought-stimulating: “This whole system 
of (German) paper financing has often been compared with a house of cards in English 
and French papers as well as by American, and that is why some surprise was roused 
here by the bill, according to which the bonds of the American War Finance Corporation 
are to be taken by the Federal Reserve Banks, which are to be permitted to issue bank 
notes against them.” 

In other words, the War Finance Corporation follows closely in the German foot- 
steps. It contains almost unlimited possibilities of credit inflation. In our determination 
to win the war, we must use credit inflation, like any other means, remorselessly—when 
and to whatever extent may be necessary. But it is quite clear that the directors of the 
War Corporation are right in their effort to restrict its loans in every possible way. 


The Public Utility Outlook 


HE direct bearing of the above on public utility financing is obvious. Many of 
our public utility companies are in hard straits. Their costs and wages are 
rising with all other costs and wages, and with further credit expansion they 

must continue to rise. But the public utility companies cannot raise the price 
of their product without State or Government permission, which is hard to get; nor are 
they given a Government guaranty of earnings, like the railroads. 

It is natural for them to appeal to the new War Finance Corporation. Yet, as 
brought out above, it is clear that the Corporation would not be warranted in lending them 
money when it is possible for them to obtain it in any other way. Public interest requires 
that the War Finance Corporation confine its activities as strictly as possible to the financ- 
ing which is absolutely essential to the war and which cannot possibly be handled through 
ordinary banking channels. : 

Under such conditions the prospect for public utility securities in general must be 
— to be doubtful. The situation is a difficult one and the full solution is not yet 
in sight. 








The Market Prospect 


HILE no early advance in the prices of corporation bonds is probable, we believe 
the general bond market will continue to be well maintained. Bond prices are 
at a very low level, and the money market is and will continue to be closely 
controlled by the Government. Untaxed bonds are selling at an interest yield 

so much lower than that of taxable bonds that only a moderate amount of shifting is 

likely to result from the proposed increase in the income tax. 

The comparative “stabilization” of railroad stocks has been evident from recent 
price movements, or rather lack of movement. ‘The position of sound and seasoned rail- 
road stocks is now similar to that of bonds. ‘When the Government contracts are signed 
some price readjustments will result, but we do not expect any wide movement in the 
railroad market in the immediate future. 

In spite of the prospect of increased war taxes and the rather unfavorable report of 
the Federal Trade Commission, we believe the broad drift of industrial stock prices is 
still upward. Reactions from time to time, such as that which occurred early in this week, 
will only strengthen the technical situation, which continues satisfactory. A large part of 
the 1917 earnings of most ef the prominent industrial companies could be taxed away 
from them and stil] leave better than ordinary profits to apply on their stocks, and it is 
essential that industrial production should be stimulated to the greatest possible activity by 
satisfactory profits. 

ets oe July 2, 1918 














Our Point of View 


On Vital Factors in Finance and Business 





[tz is encouraging to note from 

banking statistics the grad- 
ual increase in the use of bank- 
ers’ and trade acceptances. 
Changing the business customs 
of a nation is necessarily a slow process and it 
would be unreasonable to expect the immediate 
wide adoption of the trade acceptance method 
of paying for goods bought, but the advantages 
of the acceptance are being slowly recognized 
by both buyers and sellers. 

The advantage to the seller of goods re- 
quires no argument to bolster it up. It is evi- 
dently much more satisfactory to him to rfe- 
ceive at once a note for the amount due, which 
can be made negotiable by his endorsement, 
than it is to have simply an open account out- 
standing, even though the account may be 
perfectly good from the credit standpoint. 
This advantage is so clear that some firms 
offer a special discount to the buyer who 
closes his account up into a note in this man- 
ner, and the practice might well be extended. 

+ 


"THE advantage to the buyer 

of goods is more indirect 
and time has been necessary 
to educate the buyer up to the 
point of making a free use of 
the acceptance method. To some buyers the 
request to give what amounts to a note for 
their purchase has appeared like a reflection 
on their credit standing. 

There is, of course, no basis for this feeling. 
On the contrary, the firm which is known to 
follow the practice of closing up its accounts 
into the form of acceptances will soon acquire 
an improved credit standing and its business 
will naturally be considered more desirable 
than that of a house which follows the old 
plan of open accounts. When good bargains 
are available these houses will be given the 
preference, because their acceptances can be 
made immediately negotiable and thus be 
realized upon. 

The great advantage in the markets of the 
buyer who invariably pays spot cash is well 
known. He can often pick up goods at a sub- 
stantial discount from ruling prices. The 
buyer who gives an acceptance for ‘his purchase 
is in a similar position, since his acceptance 
can be so easily converted into cash. 


‘THE buyer who does not use 

the acceptance method is, 
or will be as the use of accept- 
ances spreads, under a corre- 
sponding disadvantage. His un- 
willingness to pay by acceptance will come to 
be looked upon as an indication of weakness. 
His credit standing may sometimes be so high 


Use of 
Acceptances 
Growing 


Advantage 
to the 
Buyer 


The Cart 
Before the 
Horse 


as to preclude or to rebut this presumption, 
but that does not alter the fact that a refusal 
to accept for goods bought is prima facie evi- 
dence that the buyer may have reason to doubt _ 
his ability to take up the acceptance when due. 

Educational work for trade acceptances has 
so far been done more among sellers than 
among buyers. This is putting the cart before 
the horse. A special effort should be made 
to convince the.buyer of the personal advant- 
age to him of following the acceptance plan in 
all his purchases, as well as the general ad- 
vantages of convenience, economy and con- 
version of credit into a more liquid form. 

+ * 


» 
ACCORDING to Bradstreet's 
index, the general level of 
Should Be commodity prices is now 2% 
Alert time that of June, 1914. It is 
hard for us to realize what this 
rise of 120% in general prices means in the dis- 
location of industry and incomes. This figure 
represents wholesale prices for goods, and 
fortunately rents and various items of expense 
have not risen that much, so that the upward 
flight of the cost of living has been somewhat 
retarded. 

Even so, those who depend upon fixed 
incomes are finding themselves in a difficult 
position. In mechanical industries and for 
common labor, wages have in most cases kept 
pace with the actual rise in the cost of living. 
Weekly and monthly salaries lag behind, and 
yearly salaries lag still further, while incomes 
derived from interest on securities have in 
many instances remained stationary. Under 
such conditions it is important for the security 
holder to study the markets carefully with a 
view to exchanges which may increase his in- 
come without sacrifice of safety. In a majority 
of cases such exchanges will be found possible. 
7 * . 


HERE is one _ industry 

where the price of the 
product cannot rise—gold min- 
ing. For since gold is money 
its price cannot vary. In the 
mean time the cost of mining gold has about 
doubled. The unavoidable result is a falling 
off in gold production—and this at a time when 
gold is urgently needed to support the rapidly 
increasing expansion of credit. How is gold 
production to be maintained? How are gold 
mining interests to be compensated for the 
doubling of their costs as a result of world 
conditions for which they are not in the least 
responsible? The suggestion is made that the 
Government make gold mining operations tax- 
free. The idea is worthy of careful considera- 
tion. 


Investors 


One Price 
Fixed with a 
Vengeance 











Extent of Government Control 





‘| O what extent the Government has taken control of the raw materials and industries, 
both from the production and price fixing standpoint, is brought out by the follow- 


ing compilation. 


In one’ brief year of war this country 
socialism than it probably would have gone in a hundred years of peace. 


has approached more closely to 
Whether 


the Government will retain all or a part of the control of the country’s business after 
the war depends upon how the Government makes use of its present authority. 


(1) CONTROLS— 

(a) Practically all business through power 
to regulate distribution of fuel and ma- 
terials. 

(b) Practically all labor and employment 
through indirect military or industrial 
powers, 

(2) REGULATES— 

(a) Farming and mining—(through price 
fixing). 

(b) Food selling and distributing trades— 
restaurants, etc. 

(c) All concerns employing imported ma- 
terial—(through license system). 

(d) All concerns requiring transportation 
service—(through “priorities”). 

(3) OPERATES— 

(a) Railways. 

(b) Shipyards (privately owned). 

) Establishments producing army supplies. 

(d) Miscellaneous industrial concerns es- 
sential to war. 

(4) OWNS—. 

(1) Navy yards; 
plants 

(2) Armories and gun factories. 

(3) Government powder plants. 

) Share in yield of Federal Reserve banks. 

(5) War Finance Corporation. 

(6) Emergency Fleet Corporation. 


INDUSTRIES CONTROLLED— 


(1) In railway transportation the Govern- 
ment takes over the lines and directly 
operates them for a stated period under 
act of Congress, providing definite re- 
muneration to owners. 

2) In farming and other industries the 
Government guarantees a fixed minimum 
price for a definite period, thus ensuring 
a given gross income return per bushel of 
grain (wheat) produced. This is done 
under act of Congress vesting power in 
the President. 

(3) In navyyards, gun factories, armories, 
etc, the Government acts as does any 
other employer, constructing or enlarging 
vorks, employing labor, buying material 
and operating plant and producing output. 
This is done by army and navy officers 
using funds specifically provided by the 
Government through Congressional ap- 
propriation. 

(4) In financial enterprises (Federal Re- 
serve banks, War Finance Corporation) 
the Government either names some of the 
directors or—as in the War Finance Cor- 
poration—all of them. The corporation 


also other shipbuilding 


then -chooses its officers and conducts its 
business like any other similar concern. 

(5) In general industrial occupations con- 
trol and price regulation is obtained 
through joint action with trade associa- 
tions representing the* industry. 

(6) Where no voluntary control or regula- 
tion seems feasible, involuntary regulation 
is applied through restriction of material, 
fuel, or transportation. 


HOW CONTROL IS EXERTED— 

The control regulation operation, etc., 
erted in three ways: 

(1) By direct order of Congress as, e. g., in 
the operation of railways. 

(2) By general administrative authority ex- 
erted under an act vesting power in the 
President, who delegates it to others, e. 
g., the control of foreign exchange opera- 
tions. 

(3) By indirect authority obtained by the 
use or through the effect of powers 
~— for some other main purpose, e. 

the limitation of output of rubber pro- 
ieee industries through withholding sup- 
plies of imported material. 


WHETHER DIRECT OR INDIRECT 
In many cases “control” applies to the whole 
industry in so far as it produces a given 
class of goods, e. g., in the production of 
wheat or copper. 


PRICE FIXING— 

The basis pf price fixing is purely empirical 
and is either (1) the result usually of in- 
formal discussion and agreement with pro- 
ducers resulting in a price intended to pay 
costs in the average plant and give about 
10 per cent profit; or (2) a flat fixed rate, 
as in the case of wheat and coal, These 
two methods apply practically in all con- 
trolled industries. 


EXTENT OF RESTRICTION— 

The effort of the Government is to enlarge 
production in necessary and to restrict it 
in unnecessary industries. It is hardly 
possible thus far to make even a reliable 
estimate with data available here of the 
effect of regulation in terms of percent- 
ages. 


AFTER THE WAR— 

In all cases it would seem that the new 
methods of control are nominally intended 
to be discontinued within a specified time 
after the war. There is a belief, however, 
that not a few of the new regulations will 
be made permanent in some form not yet 
decided upon.—Journal of Commerce. 
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MR. ANDREW CARNEGIE 


Although in his 8lst year Mr. Carnegie’s mind is undimmed and his health unimpaired. 
He is one of the few American millionaires who really succeeded in retiring after he had 
acquired a great fortune. He is reported to have given most of his wealth away for the 
public welfare. 
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A 200,000% Investor 


The Many Sided Carnegie— Bobbin Boy — Telegrapher — 
Iron Master—Financier—Author—Speaker and 
Philanthropist—Will He Die Poor? 

Little Sketches of Big Men—No. 9 
By BARNARD POWERS 


AKE a Scotchman, give him a good 
boyhood training, which he prob- 
ably has anyway, add a dash of 

recklessness, which he hasn’t got, 
to the natural, canny caution which is his 
birthright, mix in a liberal portion of ambi- 
tion, turn him loose in a new country and 
watch the gravel fly. 

Andrew Carnegie has all the qualifica- 
tions which I have enumerated and more- 
over had that supreme advantage of having 
been born poor. He first saw the light in 


the tiny village of Dumfermline, Fifeshire 
County, Scotland, on November 25, 1837. 
If one wishes to be supercilious and call the 


second and top story of the little frame cot- 
tage wherein he was born an “attic,” why 
then Andrew Carnegie was born in an attic. 
But it was a scrupulously clean attic and 
its humble atmosphere seems to have no 
ill effects upon the Carnegie infant. 

Andrew was the eldest son of William 
and Margaret Carnegie. When the United 
States Military Telegraph Corps, veterans 
of the Civil War, gave a reunion dinner 
in March, 1907, in honor of Mr. Carnegie 
and when the latter said in the course of 
his remarks to them: 

“Give me the life of the. boy whose 
mother is nurse, seamstress, washerwoman, 
cook, teacher, angel and saint all in one 
and whose father is guide, exemplar and 
friend,” he had in mind William and Mar- 
garet Carnegie. 

William Carnegie was a master-weaver 
of damasks but each year “new-fangled” 
machinery cut down the demands for his 
services until he could no longer make a 
livelinood at his old trade. In sheer despair 
he set sail with his family for America. 
Machinery drove the Carnegies out of Scot- 
land, but machinery, next to the human 
element, was the big factor in Andrew 
Carnegie’s later success. 


Andrew’s first business venture consisted 
of a speculation in oranges. He and his 
brother Thomas, when Andrew was nine 
years old, had saved their pennies with true 
Scotch thrift until they had amassed 
over a dollar in “siller.” This they in- 
vested in a stock of oranges which they sold 
from house to house. The margins of prof- 
its on the transaction are obscured in an- 
tiquity but the venture was profitable, for 
they reinvested in other fruits. But on their 
second trip they met a group of intoxicated 
miners who threatened, either in fun or 
earnest, to scuttle their little mercantile bark 
and so frightened Andy and Tom that they 
ran to the nearest retailer and disposed of 
their wares at cost. Thus did the young 
Carnegies learn at a tender age to venture 
out from shore when the weather was fine 
and scuttle back to port when clouds 
rolled up. 


The Carnegies in America 


In the year 1848 the Carnegies arrived 
in America and went to Allegheny City op- 
posite Pittsburgh where relatives lived. But 
steam and machinery in the new country 
were taking the bread out of honest men’s 
mouths as in the old and the best that the 
elder Carnegie could do was to get a po- 
sition in a cotton mill where Andrew, when 
he was thirteen years old, joined his father 
as “bobbin-boy” at the princely stipend of 
$1.20 a week. Mrs. Carnegie kept the 
home for her husband and sons, taking in 
washing to eke out and sewing on shoes for 
cobbler Phipps whose shop was not far 
distant. It was the son of weaver Carnegie 
and the son of cobbler Phipps who were 
destined to set the steel world on fire and 
amass two of the greatest fortunes in 
America. 

In the town of Allegheny was one Col- 
onel Anderson, a genial old philanthropist 
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who possessed a library of between three 
and four hundred books. It was his custom 
to allow the neighborhood boys to come to 
his house on Saturday afternoons and bor- 
tow his books. Among his most assiduous 
borrowers were the son of the weaver and 
the son of the cobbler. A thirst for knowl- 
edge has marked the entire life of Andrew 
Carnegie and it was that thirst with the 
recollection that he had had very little 
schooling in his younger days, which made 
him surround himself with tutors when he 
was over thirty and a millionaire. When 
as a boy he pored over Colonel Anderson’s 
books he made the resolve that if ever he at- 
tained “means”—which in those days meant 
an income of say $1,500 a year, he would 
follow the Colonel’s good example. This 
resolve came to fruition in later years in the 
form of the Carnegie libraries which dot 
the United States. 

At fourteen we find that young Carnegie 
had “advanced” to a position as messenger 
in the Ohio Telegraph Co. at the salary of 
$2.50 per week. On the messenger’s bench 
with him were Robert Pitcairn who event- 
ually became a high official in the Penn- 
sylvania Railroad, David McCargo, who 
became superintendent of the Allegheny 
Railroad and William C. Moreland, who 
became attorney for the City of Pittsburgh. 
Andrew was not the kind of a boy who 
spent his idle moments matching pennies. 
The clicking telegraph instruments fascin- 
ated him and he set out to learn their lan- 
guage. He succeeded so well that he was 
soon able to take and receive messages by 
ear, which was considered an extraordinary 
feat in those days. 

Carnegie and Scott 

Before many months the ambitious boy 
had graduated from the messengers’ bench 
to a seat at a telegraph instrument with a 
salary of $300 a year. The superintendent 
of the Pittsburgh Division of the Pennsyl- 
vania railroad was Thomas A. Scott and 
he came into frequent contact with the new 
operator. Scott was an excellent judge of 
human nature and he saw in the eager, 
bright, Scotch boy, future potentialities. He 
made Carnegie his clerk and operator at a 
salary of $35 a month and for thirteen years 
Carnegie held that position down with con- 
summate ability. At the time of the Civil 
War he went to Washington and rendered 


signal service to the Government. When 
Scott was promoted to a vice-presidency he 
made Carnegie superintendent of the Pitts- 
burgh Division. That was the last salaried 
position Andrew eyer held, for by that time 
he had acquired the elements of a fortune 
and had learned that the way to make big 
money is to get others to make it for you 


Carnegie’s Early Ventures 

Carnegie’s first investment, or perhaps 
“speculation” would be a better term, was 
in ten shares of Adams Express Co. stock. 
To make the purchase he was compelled, 
with his mother’s approval, to mortgage the 
homestead, but the regular dividend checks 
opened his eyes to the possibilities of mak- 
ing money work while you sleep. Twice in 
early youth he brushed the skirts of for- 
tune. The first time was when he helped 
finance the Woodruff Sleeping Car Co. 
Thomas T. Woodruff had conceived the 
idea of a “sleeper” and succeeded in inter- 
esting Carnegie. The latter brought the in- 
vention to the notice of Mr. Scott and other 
Pennsylvania Railroad friends who put up 
the money to finance the project. It proved 
very profitable. The second profitable ven- 
ture was in connection with the purchase 
for $40,000 of the Storey farm at Oil Creek, 
Penn. This also proved very profitable, 
the company paying as high as $1,000,000 
in dividends in one year and its stock sell- 
ing at a market valuation of $5,000,000. 
Had Carnegie not become interested in iron 
and later in the steel business, it might have 
been Andrew Carnegie instead of George 
Pullman or John D. Rockefeller. 

In the ten years from 1864 to 1874 Car- 
negie was busier than the proverbial bee. 
Here is a partial list of some of his earlier 
ventures, not all of which proved profitable: 

Woodruff Sleeping Car Co. 

Columbia Oil Co. 

Duck Creek Oil Co. 

Dutton Oil Co. 

Pittsburgh Elevator Co. 

Birmingham Passenger Railroad. 

Third National Bank of Pittsburgh. 

His first adventure into iron which fin- 
ally led to steel, was in connection with his 
formation of the Keystone Bridge Co. in 
which he cannily interested his railroad as- 
sociates. The Pennsylvania had commenced 
to put in iron bridges and Carnegie was 
quick to see the possibilities. The Key- 
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stone became the most successful bridge 
building company in the United States. 

On May 2, 1864, Carnegie paid one 
Thomas N. Miller $8,925 for a sixth in- 
terest in the Iron City Forge Co. and with 
Andrew Kloman and Henry Phipps as part- 
ners went into the cast iron business in 
earnest. Miller was the capitalist of the 
group, Kloman the practical man, Phipps 
the detail man and watchdog of the 
cash box and Carnegie the salesman and 
general “booster.” For the first nine years 
the going was extremely difficult. The con- 
cern would make handsome profits for a 
year or two and then a period of depression 
would wipe out the surplus. More than 
once the firm was all but on the rocks and 
during one of such periods Miller became 
so discouraged that he sold his stock to 
Carnegie for 32c a share. 

In 1868 Carnegie made a trip to Europe 
where he had the opportunity of seeing the 
Bessemer process in operation. When he re- 
turned to this country he was burning with 
enthusiasm for the process and the manu- 
facture of steel. A profit of $250,000 which 
he had made on the sale of $7,000,000 of 
bonds in England for the Pennsylvania, 
which commission had been given to him by 
his old friend Col. Scott, enabled him to 
go into the manufacture of steel on a large 
scale and when the steel boom of 1874 
swept over the country Carnegie was in a 
strategical position to receive its full bene- 
fits. His rewards were figured in the mil- 
lions. 

In the year 1880 the price of steel rails 
had advanced to $85 a ton and Carnegie, 
fired more by the sight of the millions in 
view than those already won, urged his 
and astutely named after the controlling 
lieutenants to greater and greater efforts. 
The astonishing feats of output achieved by 
Capt. “Bill Jones, manager of the Edgar 
Thomson Works which Carnegie had erect- 
ed and astutely named after the controlling 
genius of the Pennsylvania Railrdad, form 
an epic of modern industrial life. More 


than to any one man in the world Carnegie . 


owes his success to William Jones, who re- 
fused to accept a salary of more than $25,- 
000 a year but who made millions for 
Carnegie and the other stockholders. What 
wonder that Carnegie sat by Bill Jones’ 
bedside with tears streaming down his 


cheeks when Jones lay dying from the re- 
sults of an accident at the plant. 

In 1880 the Carnegie company made 40 
per cent on its capital and from 1881 the 
yearly profits were never less than 25 per 
cent and as high as 69 per cent. 

By 1888 Carnegie controlled five big 
plants situated within five miles of Pitts- 
burgh, namely: 

Homestead Plant. 

Edgar Thomson Works. 

Lucy Furnaces. 

Keystone Bridge Works. 

Upper Union Rolling Mills. 

Lower Union Rolling Mills. 

Including the H. C, Frick Coal & Coke 
Company these plants represented a capi- 
talization of upwards of $90,000,000. Thus 
far had the little Scotchman advanced 
whose first American address was “Bare- 
foot Square, Slabsides, Allegheny.” 

The story of how Carnegie’s competitors 
conspired to unhorse this Napoleon of the 
steel industry, how Carnegie delivered a 
thunderous assault upon his adversaries and 
how Schwab eventually saved the steel in- 
dustry from a terrible war by persuading 
J. P. Morgan to form the U. S. Steel Cor- 
poration and buy Carnegie out, has been 
told in No. 2 of this series dealing with the 
life history of Charles M. Schwab. 

Carnegie retired from active business 
with $460,000,000 of first mortgage U. S. 
Steel bonds, refusing to take the common 
stock as he considered it had no value and 
might never have any value. Even he 
could not foresee the tremendous events of 
the last few years as evinced from the fol- 
lowing paragraph from an article which he 
wrote for the February 19, 1913, Inde- 
pendent, and which bore for its caption: 
“The Baseless Fear of War.” 

“Has there been any danger of war be- 
tween Germany and ourselves, members of 
the same Teutonic race? Never has it been 
even imagined.” 


No Head for Details 


Andrew Carnegie achieved one of the 
greatest successes in the commercial world 
chiefly because he had vision. He has been 
described as the Napoleon of American 
business and the simile is an excellent one. 

He early learned that the master’s hand 
must rest on the main lever and that in the 
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very nature of things the master cannot 
keep his eye on each one of the thousands 
of revolving wheels. He was indifferent, 
even careless about details and drew to him 
men like Frick and Phipps who had a nat- 
ural genius for the minutiae of business or- 
ganization. Carnegie devoted himself only 
to the broad phases of the steel business, 
the matter of railroad rebates (which were 
considered legitimate in early steel days) 
acquisition of properties, booking of con- 
tracts and the important matter of protec- 
tive tariffs. One of his many mottoes was: 
“Big men should do big things and small 
men small things.” An associate once re- 
marked, “Mr. Carnegie would not be worth 
$15 a week as a clerk.” But Andrew Car- 
negie never had any intention, even in his 
humblest days, of being a 15-dollar-a-week 
clerk. 

He worked out the broad details of action 
and then left them to his lieutenants to 


SUNTAN! EAU 
FAMOUS CARNEGIE SAYINGS 


“Break orders to save owners.” 


“Put all your eggs in one basket and watch the basket.” 
“Surplus wealth is a sacred trust which its p 
time for the good of the community from which it is derived.” 
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carry out. Even in his early days of strug- 
gle he found time to travel extensively and 
to devote himself to writing and speechmak- 
ing. Herbert N. Casson, the Boswell of the 
steel industry, said in writing about Mr. 
Carnegie, “It is safe to say that Andrew 
Carnegie invested less money and gave less 
time to his business and made more money 
out of it than any other self-made million- 
aire in the world.” 
A 200,000% Investor 

It is estimated that Mr. Carnegie never 
invested more than a total of $250,000 in 
the steel industry. At one time his annual 
income was $25,000,000 which would rep- 
resent a 5% return on a capital total of half 
a billion. Half a billion is 200,000% on 
Carnegie’s original outlay. 

Mr. Carnegie was one of the first to real- 
ize that in order to get the best out of an em- 
ploye you must make it worth his while. 
He was liberal with his lieutenants and his 
employes. It is estimated that more than 
forty men were enabled to write themselves 


“millionaires” through Carnegie. Carnegie, 
through the great “Bill” Jones and later 
Charles M. Schwab, inaugurated an elab- 
orate system of prizes, bonuses and pen- 
sions. 

The Carnegie Co. encouraged its workers 
to save money by allowing them the highest 
legal rate of 6% on their savings and 
loaned them money on very easy terms to 
buy land and build homes. 

The result was that his henchmen 
astounded the steel world by their results. 

Carnegie was a severe taskmaster and 
believed in direct and personal control but 
he rewarded liberally those who carried out 
his plans. He said: 

“My partners are not only partners but 
devoted friends who never have a difference. 
I never have to exercise my power and of 
this I am very proud. Nothing is done 
without a unanimous vote and I am not 
even a manager or a director. I throw the 
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1 to administer in his life- 
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That brilliant journalist, the late Alfred 
Henry Lewis, once wrote a vigorous pen 
picture of Mr. Carnegie which I cannot im- 
prove upon. He said: 

“Mr. Carnegie is five feet four inches 
tall, a short, thick, tough, hickorynut type 
ofa man. He is active, keen, urbane, ag- 
gressive, ambitious, affable, friendly, cau- 
tious, never forgets, seldom forgives, helps 
others, helps them more readily when it 
helps Carnegie, keeps his right hand 
posted as to what his left is about, is no 
spun-glass sentimentalist and would like 
to get back a dollar for every dime put 
out.. He has_ thoroughness, energy, 
courage and luck.” 


He Really Retired 

John D. Rockefeller and Andrew Car- 
negie are two great industrial leaders who 
succeeded in really retiring from business. 
J. P. Morgan the elder often talked of 
quitting but never did. E. H. Harriman 
often thought of it but stayed in the big 
(Continued on page 10a, Advertising Section.) 
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Achievements of the Federal Reserve 


System 
A Completely Unified Banking System—Its Great Advan- 
tages—Mobility of Credit—Protection of Gold Reserves 
—Great War Finance Work 
ARTICLE III 





By EUGENE E. AGGER, 
Associate Professor of Economies, Columbia University, Author of “Organized Banking,” 
“The Budget in the American Commonwealth,” Ete. 


T has often been remarked that 
the people of the United States 
have been children of fortune. 
In most of the great crises in 

their history circumstances have played in- 
to their hands. So it was at the outbreak 
of the Great War in 1914. War strains to 


the limit a country’s banking and credit 


system. When the Great War broke we 
were ready to buttress our own banking 
system by putting into operation the Fed- 
eral Reserve System which had been pro- 
vided for the preceding year. 

The question discussed in this article is: 
What are the achievements of the Federal 
Reserve System? In answering this ques- 
tion it must be borne in mind that the sys- 
tem has less than four years of actual ex- 
perience behind it and that the whole of 
that experience has been confined to a per- 
iod of peculiar stress and uneasiness. Yet 
despite, and indeed, from some points of 
view, because of the stress and strain, the 
achievements are notable. 


Unified Banking System 


The basic achievement of the system has 
been the laying of a foundation for a com- 
pletely unified banking system for the peo- 
ple of the United States. This has been 
accomplished, first, through the centraliza- 
tion of banking reserves. In the twelve re- 
serve banks the bulk of the reserves of the 
several districts have been gathered. So 
centralized, the reserves are available for 
credit extension wherever, within a district, 


occasion may demand it. Through the final 
authority vested in the Reserve Board there 
is the possibility also of the flow of. credit 
from any one Federal Reserve district to 
another. While as far as numbers are con- 
cerned, the majority of the State institutions 
have not allied themselves with the Federal 
Reserve System, those that have done so 
are the largest and most powerful in their 
class, and this fact permits the Board to 
say in its 1917 report that fully three-quar- 
ters of the banking resources of the United 
States are today within the Federal Reserve 
System. 

Unity has been furthered also through 
a more substantial standardization of bank 
assets than existed before. The Reserve 
Act itself made careful distinction between 
the different types of business paper, em- 
phasizing strongly the need for the develop- 
ment of “commercial” as distinguished 
from “investment” paper, but it put into 
the hands of the Reserve Board the broad 
authority to define and classify further the 
several types of commercial paper itself. 
In its definition of paper the Board has 
been liberal in its dealing with existing 
practice, but has tried to encourage the de- 
velopment of what it believes to be sounder 
practice. The Board has employed for this 
purpose not only its power to control dis-_ 
count rates at the reserve banks, but also 
definite educational propaganda among 
business men. Many are now talking about 
bankers’ and trade acceptances and other 
types of paper who never gave the subject 
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a thought before the organization of the 
Federal Reserve System. 

Unity has also been promoted through a 
more uniform system of supervising exam- 
ination, etc. With banks organized under 
many different State governments as well 
as under the Federal Government, the sup- 
ervision of banking as a whole was of 
necessity varied as to character, method and 
result. For all the banks in the Reserve 
System, however, all these matters are di- 
rectly or indirectly in the hands of the Fed- 
eral Reserve Board. It stands to reason 
that with a unified supervising authority, 
whatever the differences in detailed admin- 
istration that may be sanctioned, the end 
aimed at for all will be substantially the 
same. That has been the outcome in the 
Federal Reserve System. Some banks are 
examined by the Comptroller of the Cur- 
rency; State banks may, with the consent 
of the Board, be looked after by the State 
authorities. In each case, however, the aim 


is sound banking. 
Advantages of Unity 


The unification of the banking system 
has naturally brought results of far-reaching 


importance. The outstanding achievement 
from this point of view has been real mo- 
bility and elasticity of credit. It was seen 
that much is involved in such an achieve- 
ment, the main factors, however, being the 
reserves and the other assets available for 
support of the credit. By centralizing the 
reserves, mobility of credit was assured for 
all having access to the reserves. By stand- 
ardizing assets to a sufficient extent to make 
them freely salable in an open market or 
through’ rediscounting operations with the 
reserve banks themselves, access to the cen- 
tralized reserves was assured for all banks 
belonging to the system and, to some ex: 
tent, also, even for those remaining on the 
outside. Bank deposits can now flow or ex- 
pand and contract in response to legitimate 
demands for credit without absolute limit 
of any kind except that which may come 
from the control of the Board. Similarly, 
the development of Federal Reserve notes as 
a present supplement of, but a future com- 
‘plete substitute for, the bond secured notes 
has given us a really elastic currency. The 
normal outcome of elasticity is uniformity 
in discount and loan rates, and one of the 
great achievements of the Federal Reserve 


System is the amount of uniformity in rates 
over the country as a whole which has al- 
ready been brought about. 

A second advantage arising from unity, 
an advantage which indeed is necessarily 
implied in real unity, is the organization of 
domestic clearings and exchange. Mobility 
of credit, which implies the free flow of 
credit, depends upon the building of the 
channels through which the credit can flow. 
In like manner bank credit instruments can 
be freely used as exchange media in coun- 
try-wide buying and selling, only when the 
channels through which these instruments 
must flow for purposes of verification and 
remittance, are broad and _ unobstructed. 
The Federal Reserve banks, through the 
district centralization of reserves, through 
the gold settlement fund and through the 
country-wide check and general-paper col- 
lection system, are endeavoring to -provide 
the channels and to keep them open so that 
all may benefit. It is inconceivable that in 
due time the full usefulness of this system 
will not be appreciated and employed. 

In the field of foreign clearings advances 
have also been made. The establishment of 
connections abroad by some of the reserve 
banks, which connections are at the service 
of all of the banks, has facilitated the 
handling of foreign business. The upset 
conditions of the whole world, however, with 
many purely arbitrary interferences with 
commerce and the exchanges, leave for sub- 
sequent development the full possibilities 
of the Federal Reserve System in the for- 
rign field. 

A third advantage of unity lies in the 
possibility of protecting the national gold 
reserves. The various provisions of the 
law bearing on this subject were emphasized 
in a previous paper. Circumstances up to 
date have made it unnecessary, if not im- 
possible, to test out the potential efficacy 
of these provisions, but there is every rea- 
son to suppose that when normal conditions 
are restored, the provisions will be found 
to be effective. During the first two years 
and a half of the war gold tended to flow 
to, rather than away from, the United 
States. When we got into the war our ad- 
vances to our Allies and our general finan- 
cial arrangements with them so altered the 
practical situation that gold would have 
moved out in large volume. But this con- 
dition was met with a Presidential proc- 
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lamation putting an embargo on gold ex- 
ports, except as such exports might be 
sanctioned by the Federal Reserve Board. 
This arbitrary power given to the Board has 
nothing to do with the normal provisions 
for protecting gold reserves, but it consti- 
tutes a recognition of the fact that the Board 
is the logical authority to decide questions 
affecting gold movements. 

Another great advantage of unity in the 
banking system is found in the possibility 
of unified and authoritative leadership. The 
Federal Reserve Board is looked upon as 


field of legislation itself. Practically all of 
the amendments, at least all the important 
amendments, of the Federal Reserve Act, 
were adopted at the instigation of the Fed- 
eral Reserve Board. This means that the 
Federal Reserve Board is looked to not only 
in the immediate administration of the sys- 
tem, but also in its future modification and 
development. 


Special War Aids 


The most brilliant achievement up to date 
of the Federal Reserve System has been in 
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The Federal Reserve Distr‘cis 


the supreme court in banking in the United 
States today. This grows out of the enor- 
mous powers actually conferred upon it by 
law, and also out of the Board’s broad- 
minded and capable exercise of these pow- 
ers. In the actual management of the re- 
serve system the Board has been energetic 
and soundly aggressive, and it has had a 
broad conception of the possibilities of the 
system. It has not hesitated to assume a 
position of leadership whenever circum- 
stances demanded leadership, and this has 
generated a wide expectation for leadership 
as a continuous responsibility. The most 
striking evidence of this has been in the 


the field of war finance. The detailed 
story of this achievement is perhaps too 
long and too technical to present in an 
article of this kind. The task that presented 
itself was, however, the collection and dis- 
bursement of huge funds in taxes and bond 
subscriptions without causing unnecessary 
hardship to ordinary business interests. 
Through carefully planned issues of short- 
term certificates, all of which were handled 
by or through the reserve banks, the heavy 
tax and bond payments were anticipated 
and apportioned. At the same time the 
careful handling of the funds after collec- 
tion permitted a return to the ordinary 
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channels of trade without serious disturb- 
ance. When the unprecedented sums that 
have been so handled are borne in mind, 
the degree of achievement will be appreciat- 
ed. What Secretary McAdoo thought of it 
is shown in the following quotation: 

“The Federal Reserve System has been 
of incalculable value during this _per- 
iod of war financing on the most extensive 
scale undertaken by any nation in the his- 
tory of the world. It would have been 
impossible to carry through these unpre- 
cedented financing operations under our old 
banking system. The effective machinery 
afforded by the Federal Reserve banks has 
_ permitted the Government to execute its 
plans without a tremor of disturbance. 
Great credit is due the twelve Federal Re- 
serve banks for their broad grasp of the 
situation and their intelligent and compre- 
hensive co-operation.” 

In addition to this great achievement sev- 
eral more special war results must be re- 
ferred to. The Reserve Board has marked 
out a system of control of foreign exchange 
operations aimed to prevent the flow of any 
funds to the enemy. This has an obvious 


bearing on the war, but it will serve also 
to supply an analysis of the nature and 
volume of exchange operations that will per- 
‘ mit students to study the subject as never 
before. The control of gold exports has 


enabled the Board to influence the flow of 
commerce with the neutral nations in so 
far as such control contributed to the win- 
ning of the war. Lastly must be mentioned 
the influence that has been exerted upon 
purely domestic developments. The Board 
undertook to supervise the issue of capital 
securities by domestic public and private 
corporations. This has tended to prevent 
essential labor and materials from flowing 
into industries not immediately essential for 
war p . On the other hand, the es- 
tablishment of the War Finance Corpora- 
tion, on whose directorate the Reserve Board 
is influentially represented, has made it 
possible to use the reserve system—even to 
a dangerous extent—to secure labor and 
material for essential industries. Moreover, 
through the withdrawal of “commodity 
paper” as a special class with a favored 
rate, the Board has been able to exert a 
pressure in favor of the immediate mar- 
keting rather than of the continued holding 
of needed raw material and supplies. 

In conclusion, it may therefore be said 
that in its achievements already registered, 
the Federal Reserve System has abundantly 
justified itself. What as to its province for 
the future? Like the dime-novel writers, 
we must simply say that this will be “con 
t‘nued in our next.” 

(To be concluded.) 








WAR FINANCE CORPORATION 


Left to Right—Eugene Meyer, Jr., Clifford M. Leonard, Angus W. McLean, W. P. G. Harding, 
Managing Director. 

















Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





Warburg on Growth 
of Trade Acceptances ° 


That the trade acceptance has already 
proven its worth; that it has come to stay, 
and that its use is growing by leaps and 
bounds was shown by Paul M. Warburg, 
vice-governor of the Federal Reserve Board, 
Washington, in an address before the Amer- 
ican Trade Acceptance Council whose 
2,000 delegates met recently in Chicago. 
He said, in part: 


“For at least three years after the automo- 
bile made its appeararice, there still were men 
and women who argued passionately that the 
people who used it were snobs and murderers, 
and that such machines should not be per- 
mitted on the public highways. f 

“A similar condition prevails at present with 
respect to the trade acceptance. It is at this 
time the subject of heated debate. Some con- 
sider it impracticable and not suited for the 
use of American business men; others con- 
sider it dangerous and think it ought not to be 
encouraged or perhaps even permitted. But, 
as in the two cases just cited, while the trade 
acceptance is being discussed as a theory, it 
already has become a fact. The trade accept- 
ance is here—it has proven its worth in thou- 
sands of cases, it has come to stay, and now 
that the first and most difficult step in popu- 
larizing it has been taken, its general use will 
grow by leaps and bounds. 

“The Trade Acceptance Council informs me 
that there are today more than 4,000 firms 
that have adopted the trade acceptance, and 
the list of these firms embraces concerns of 
great importance as well as small houses.” 


Short Line Roads 
Verge on Bankruptcy 
Because of the Railroad Administration’s 
attitude toward the short line railroads of 
the country 10,000 miles of lines belonging 
to smaller companies are now on the verge 
of bankruptcy and threaten to suspend op- 
erations, representatives of the short lines 
told the Senate Interstate Commerce Com- 
mittee in opposing Director General Mc- 
Adoo’s request for an extension of the time 
during which control over the carriers by 
the government may be relinquished. They 
urged an amendment to prevent relinquish- 
ment of short lines while control of com- 
peting trunk lines is retained. 
Ben B. King, of Dallas, Tex., a member of 
the executive committee of the association, bit- 


terly assailed the Administration’s attitude, 
saying he had been informed that the Adminis- 


tration does not intend making any contract 
with short lines, but proposes to announce a . 
general policy relative to them. Such pro- 
cedure, Mr. King said, would only result in 
ruin for the roads affected, because it would 
destroy their credit. 

Mr. King said the operating income of his 
road, the Gulf, Texas & Western Railroad, 
has been reduced about 50 per cent since the 
Government took control of railroads because 
much of the freight shipments which formerly 
passed over that line is now being routed over 
Government controlled roads which compete 
with that one. He said relinquishing by the 
Government of the Denver & Salt Lake Rail- 

















—Seattle Times 
WHEREVER HE STRIKES. 





road, a road about 200 miles in length, had 
destroyed that road’s credit and that the Colo- 
rado Midland Railroad, having a mileage 
of 344 miles, also will have to suspend opera- 
tions for the same reason. The Midland road, 
Mr. King said, parallels the Denver & Rio 
Grande Railroad and all traffic has been di- 
verted to the latter road. 

Witnesses told the committee that prac- 
tically 800 short line railroads in the country, 
with a total of 30,000 miles of track, are af- 
fected by the resolution. 


Six Months 
of U. S. Control 
The United States railroad administra- 
tion has now been in effect for six months, 


writes Charles F. Speare in the New York 
Evening Mail. It has taken this time to 
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formulate its policies and to create its or- 
ganization. Both are about completed. 
The contract between the individual roads 
and the government awaits the signature 
of the owners and the lessee. 


Whether there is to be permanent Govern- 
ment ownership or a continuation of private 
authority after the twenty-one months’ lease- 
hold following peace, will be determined very 
largely by the results of operation in the sec- 
ond six months of the control period. In 
the first four months the deficit which the Gov- 
ernment had to meet was $100,000,000. This 
will be increased considerably by June 30 
owing to the new schedule of wages, which 
cannot be offset much by increased rates until 
the beginning of the new fiscal year. For the 
rest of 1918 the higher expense of operations 
and of materials purchased will about balance 
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the greater revenue production of the new rate 
schedule. 

The policies of the railroad administration 
are more firmly established than those of any 
body in Government service. In brief, they 
are: Generous wages, rates sufficient to meet 
higher wages and materials; complete pooling 
of resources; use of lines of least traffic re- 
sistance; separation of operating and corpora- 
tion managements; coordination of all avail- 
able agencies of transportation; individual 
financing where possible and at lowest rates 
of interest, and a gradual zoning of systems 
where there is a compatibility of traffic that 
permits it. 


J. D. Ryan on 
Airplane Output 
Already the world’s greatest center of 


aeroplane production, Detroit, is to be called 
upon to do even more to speed up produc- 
tion. John D. Ryan, director of aeroplane 
production for the United States, announced 
tat Detroit manufacturers would be asked 


to speed up. 

“I do not care to discuss individual cases,” 
said Mr. Ryan, “but Detroit as a whole will 
be asked to do more work, to build more 
plants, to produce more engines and more 
aeroplanes. I realize that this city is already 
the largest aeroplane producer in the world, 
and facilities and the men who know how, are 
here. You have here a production of aero- 
plane engines that is marvelous. It is far 
ahead of anything of a similar nature produced 
anywhere else, and in reality, the work is just 
beginning to get under way. The greatest 
difficulty encountered now in production of 
aeroplanes is the lack of timber output. We 
are conducting the greatest lumbering opera- 
tions in the world’s history,” said Mr. Ryan, 
“but because of the methods in which Govern- 
ment business must be done, it is impossible to 
do business as a corporation would do it, the 
safeguards and restrictions thrown by law 
around Government expenditures are such that 
it cannot do business in war times as it should. 
That is the reason I have asked Congress to 
permit the organization of lumbering cor- 
poration within the aeroplane production de- 
partment just as was done in the case of the 
Shipping Board.” 

War Traffic 
Peak Passed? 

An eastern railroad executive of long 
experience believes that last year we saw 
the peak of war demand upon the rail- 
roads, says the Boston News Bureau. He 
does not mean that traffic handled yearly 
will be less, but it will be more evenly dis- 
tributed, can be anticipated more accurately, 
and should be more effectively provided for. 


He says: 

“Last year we had to build the cantonments 
and provision them, at the same time that we 
were moving great numbers of troops. Many 
new industrial plants had to be established. 
This involved movement of great quantities of 
raw materials, some of them immense dis- 
tances. 

“In our first year of war we had to move the 
regular army and the federalized National 
Guard to the seaboard and the large portion 
of these forces on or near the Mexican border 
had to be moved nearly the whole length of 
the country. Before this was completed came 
the movement of the new men to their camps. 
Within the year many of these were again 
ready to move to seaboard camps, replacing 
men who had gone abroad. 

“Curtailment of non-essentials had not seri- 
ously begun last year and is only now begin- 
ning to make itself felt. It will be more and 
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more a factor in reducing traffic with every 
month that passes. 

“There is the further advantage now of 
operating the railroads as one system, elimi- 
nating many roundabout hauls and using 
terminals to fullest possible extent. I believe 


the railroads have passed the peak of the war 
load, or at least it will not again crowd the 
limit of their capacity as it did last year.” 


Secure Future 
for Auto Industry 


The automobile industry will emerge 
from the war sound and liquid, John E. 
Miller writes in the New York Evening 
Mail. There is every justification for the 
statement that it has gone through the most 
disagreeable and expensive readjustment to 
a war basis, and that while the profits on 
government contracts will be smaller than 
those of the great days of almost unlimited 
pleasure car production, they will be satis- 
factory in every respect. 

Letters from bankers in Cleveland and De- 
triot, where the majority of truck and pas- 
senger vehicles are produced, reflect a more 
comfortable frame of mind than at any time 
since the transitional period was entered. 
Under Government sponsorship new fields 
have been explored and others, that had been 
thought to have attained their maximum 
growth for the war period, have expanded. 
The most important of these is the manufac- 
ture of trucks. 

While the Government will leave a few 
crumbs for the manufacturer whose output is 
strictly of pleasure cars, there will be no cur- 
tailment of the supply of material for those 
turning out trucks. The major output of the 
makers of the larger type of trucks will be 
taken by the Government, so that the others 
will be able to enter the new field with a 
lighter vehicle that answers all practical pur- 
poses. On many grades of trucks the manu- 
facturing profit is much greater than on 
pleasure cars selling at a similar price and the 
distribution cost smaller. 

With these facts in mind and considering 
that there is room for development of the 
motor truck field comparable with that which 
has occurred in the last three or four years in 
the manufacture of passenger cars (there are 
now only about 430,000 trucks in operation), the 
statement can be safely made that the industry 
as a whole is well fortified against whatever 
the war may bring. : 

What the earnings of the motor companies 
will be this year it is too early to determine 
accurately, but the recent statement by John 
Willys to the effect that 1918 would develop 
large earnings for their stocks, is important. It 
is significant also that in the first quarter of 
the year Pierce-Arrow earned an annual rate 
nearly 50 per cent larger than in 1917. The 
following rough estimate of earnings covering 


the period 1914-17 is based on the present 

share capitalization: 
1917. 1916. 1915. 1914, 

Studebaker $9. $26.14 

Willys-Overland. 5.71 

Maxwell ' 27. 

General Motor.. 34: : 

Pierce-Arrow ... 

White Motor.... 


Evils of Gov't 
Ownership of R. Rs. 
Pres. G. M. Reynolds of Continental & 
Commercial National Bank of Chicago said 
at Pittsburgh: 


“The railroad problem has long been a cloud 
upon the horizon. I can think of nothing that 
might happen in times of peace that would be 
more disastrous than Government ownership 
of railroads. Its results in other countries 

















—Rochester Herald 
BRINGING HOME THE BACON 





have been so exasperating and expensive as to 
be a warning to us. Wherever tried it has 
cost far more in proportion to service ren- 
dered than where carriers are privately owned 
and operated. In my judgment if we should 
be intlicted with this misfortune, the traveler 
would pay more for his first-class ticket and 
receive less comfort, and the shipper would 
pay more freight and wait longer for his 
goods than in years before the war.” 


“Heavy Taxes Will 
Curb Production”—E. C. Stokes 
Arguing that excessive taxation is social- 
istic, that it has weakened England finan- 
cially and that it has made the Allies de- 
pendent upon us, Edward C. Stokes, ex- 
Governor of New Jersey and now president 
of the Mechanics National Bank of Tren- 
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ton, says that America will also weaken her 
position and jeopardize the winning of the 
war if we carry out the present purpose of 
imposing heavy taxes upon business. 

Instead of producing an exhaustible supply 
of funds for the prosecuti n of the war, it will 
crush industry and impair our resources, for 
“industrial output, not dollars, determines a 
nation’s war capacity.” Governor Stokes’ 
views are, in part, as follows: 

“One of the popular economic fallacies 
grows out of the current expression of ‘mak- 
ing money.’ With rare exceptions, people do 
not make money. They make shoes, hats or 
machinery, or build homes, or produce har- 
vests, or manufacture commodities. In doing 
this, they make a profit through the added 
value, but that profit, as a rule, is not in the 
form of money, but in the form of raw ma- 
terial or manufactured products, and cannot 
be used in the payment of taxes. 

“When the Government, therefore, calls upon 


“fi 














: —Columbus Dispatch 
CAN THEY FIX IT IN TIME? 





its citizens for the payment of their profits in 
cash, it imposes upon them the necessity of 


borrowing or of liquidating at a sacrifice. A 
concern that is making a profit is often com- 
— on that account, to borrow of its bank. 

f the banks were to compel all the enterprises 
to pay, at one time, the obligations which en- 
able them to succeed, bankruptcy would follow. 

“There are few, if any concerns able to pay 
50 per cent of their profits in the form of 
taxes, and continue to do business. When a 
concern has to mortgage these in order to 
meet its taxes, the outlook is serious. 

“My attention was called the other day to 
a concern that had made a mistake in its re- 
port to the Government of $100,000 of its 
profits. Of course, it corrected that error and 
made a supplementary report, whereupon it 
ascertained that it had $12,500 left for itself 
after settling with the Government. Next 


year this concern will cease to produce the 
quantities of goods that it has done heretofore, 
which resulted in this profit, because it can- 
not afford to take the risk and hazard incident 
to a business operation for so small a margin. 

“A taxation that strangles enterprise and 
reduces production and the aggregate of wages, 
is drying up the concerns from which the Gov- 
ernment must derive its revenue. It is killing 
the goose that lays the golden egg. 

“A number of concerns were unable to sub- 
scribe to the last Liberty Loan to any extent 
because of the amount that they were com 
pelled to pay out in taxes. 

“The lighter our taxes, the more encourage- 
ment an enterprise, the greater our production, 
the stronger front we can present against the 
foe. The more we can finance our country, 
therefore, through Liberty bonds, the stronger 
our position, and the quicker our victory.” 


“Must Produce 
and Study”—F. S. Sisson 
In an address on “The Promise of Our 
Vision,” delivered by Francis H. Sisson, 
vice-president of the Guaranty Trust Com- 
pany of New York before the Georgia 
Bankers’ Association, he noted that there 
was uttered recently by Premier Clemenceau 
of France, “a prophetic phrase of partic- 
ular significance to America.” ‘We shall 
win the war in the last quarter of an hour.”’ 


“He might fittingly have added,” said Mr. 
Sisson, “that the burden of that fateful last 
quarter of an hour will fall most heavily upon 
America. But the task will constitute both 
our sacred responsibility and our upre 
edented privilege. It will be the true measure 
of our greatness. It will mean not only the 
ending of this titanic struggle, the triumph of 
right over might, and the preservation of 
democracy, but also that we, of all nations, 
will have the strength and the endurance to 
conquer the future. This is the transcendent 
message of hope which ‘the last quarter of an 
hour’ holds for the people of the United 
States.” 

Pointing out that we should be ready for 
the period after the war with the same united 
strength of the whole nation that we are 
mustering for war, Mr. Sisson said “at home 
we must apply ourselves to the task of pro- 
moting productive industry; abroad, we must 
endeavor to secure the extension of markets 
and to establish the basis for commerce. We 
must study business in the light of imagina- 
tion, and open to vision and courage their just 
reward. Our allies, as well as our enemies, 
are making elaborate preparations to carry out 
such a program.” 


Public Utilities 
Need Higher Rates 
Paul Warburg, while disclaiming any 
intention to speak for the War Finance 
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Corporation, commenting on plight of pub- 
lic utility corporations and their relations 
with the government organization, said at 
Chicago: 

“IT am inclined to think the problem will 
work out ‘its own solution if a readjustment 
of rates to meet present condition of high 
operating costs could be brought about, which 
would assure solvency of utility corporations, 
and place them in a position to obtain capital 
they need. Much has already been done 
toward this readjustment. Many increases 
have been granted and there is reason to ex- 
pect further progress in this direction. 

“The thought may have occurred to many 
that the War® Finance Corporation has been 
created to cope with this very problem, but 
the organization, in a majority of cases, ex- 
pects to deal only with concerns that are sol- 
vent and able to provide a banker’s guarantee. 
Amount which may be advanced without guar- 
antee is strictly limited by law, and it is safe 
to assume that except where public interests 
absolutely require it, the corporation does not 
consider itself warranted in making advances 
to companies on the brink of insolvency. 


Where advances from the corporation are 
sought, it appears advisable that the communi- 
ties involved do their share in placing utilities 
on a basis on which they may at least be self- 


sustaining.” 
Opinions of the 
Market Watchers 


Shonnard, Mills. & Co.—There is nothing 
unsound in the huge increase in currency, 
though it may seem to savor of inflation 
against which economists are continually 
warning us. Inflation undoubtedly is pre- 
valent, but it is in commodities, not in cur- 
rency or securities; and thanks to the most 
scientific monetary system in the world, our 
currency will contract, as easily as it has ex- 
panded, when it is no longer needed in such 
great volume. However, much of the slack 
will then be taken up in the investment and 
speculative markets. 

Keane, Zayas & Potts—Intended to lower 
the cost of living as well as to prevent prof- 
iteering, Government price-fixing has simply 
started a mew cycle of high prices. Having 
granted more to the railroads, the Government 
finds it must also grant more to the customers 
of those railroads in order to enable them to 
continue production of the things we require. 

The inevitable deduction here is that the 
steel companies will get the higher fixed level 
of prices; that the copper companies also will 
prove their case in similar fashion; that prices 
of all commodities will follow the trend, and 
that the cost of living will continue to mount 
until we have come to the end of the war. 


Hambleton & Co—War and taxation 
continue to be the points upon which the mar- 
ket hinges. It is appreciated that the battle 
now being fought on the Western front is 
fraught with grave possibilities—it means 


either the hurried collapse of the German 
military element as an offensive factor, or a 
longer and more sustained continuance of the 
war. Public interest generally has waned and 
activity receded accordingly. That the Street 
is paying more attention to the procedure to 
be adopted by the Federal Government was 
emphasized by the flurry which followed the 
report of the intended abolition of price-fixing. 
This, of course, was speedily denied, but it had 
afforded a temporary opportunity for traders 
to evince their belief that between price-fixing 
on the one hand and exacting taxes on the 
other the business corporation would be hard 
put if the program was pressed to the extreme. 


Posner & Co.—Tax levies on many cor- 
porations can be substantially increased with- 
out lessening the attractiveness of their 
securities at present levels. The list of com- 
panies whose marketwise position is in no way 
jeopardized by prospective tax increases, is 
sufficiently lengthy to sustain the confidence of 
investors. These are points which should not 
be lost sight of in any consideration of the 
probable effects of new revenue legislation on 
various securities and on the market generally. 


Goodbody & Co.—Stocks are in the hands 
of strong and courageous men who are calmly 
looking past the troubles of a warring world 
to the peace that may not be far off and the 
good feeling, cheap money and high prices that 
will accompany it. 

In a broad, general way, these long-range 
men will probably guess right. Peace will al- 
most surely bring higher prices to nearly all 
investment bonds and stocks and to most 
speculative stocks. It is not, however, safe to 
conclude that the rich and powerful men are 
always right or that because they will be right 
ultimately, they may not, temporarily, be 
wrong, and very wrong, as to particular and 
important classes of stocks. 


Hayden, Stone & Co.—Of course, the big 
thing we-are all waiting for is some positive 
development from the field of battle. The 
market has definitely registered its opinion 
that the Allies’ line will hold, and almost in- 
variably the market’s opinion is better than 
that of any single individual. Coming back to 
the question of the stock market, we believe, 
in a word, that the position is so sound that 
little fear of a serious decline need be enter- 
tained and, consequently, one can hold stocks 
with a good prospect of an ultimate advance, 
but, on the other hand, there is nothing at the 
moment, to indicate that such an advance is 
likely to take place in the near future. 


J. S. Bache & Co.—The demand for stocks 
has broadened somewhat to the extent, any- 
way, that there are few stocks really for sale. 
There is apparently no large public buying; 
possibly because recovery from tax payments 
has not fully taken place and because time and 
money are so fully occupied in caring for 
regular business. Investment interests are 
optimistic, the position is sound, with prices 
low, and there is good prospect of further 
ultimate advance. 
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BONDS 4% INVESTMENTS 








The Income Tax 


and Bond Values 





N view of the probability of a very 
high normal income tax on un- 
earned incomes, which will of 
course cover the interest on bonds, 

it is desirable for the investor to know the 

status of his bonds in connection with this 
tax. 

There are five classes of bonds in rela- 
tion to payment of income taxes: 

(1) Tax-free bonds, which are not sub- 
ject to any income tax, either the normal or 
the supertax. These are the Liberty 3s, 
U. S. bonds before the war, municipal 
bonds and the new farm loan or Federal 
Land Bank bonds. 

(2) Bonds free from normal income tax, 
but subject to the supertaxes. These are 
the Liberty 414s, original or converted, but 
up to $5,000 principal these are exempt 
from supertaxes. 

(3) Corporation bonds, subject to all 
taxes, on which the company pays the 2 
per cent normal tax laid by the first Income 
Tax Law and deducts the amount from the 
interest payment to the bondholder, leaving 
him to pay the rest of his income tax. In 
this case the bondholder is not relieved of 
any part of his income tax, but interest is 
paid “after deduction of normal (2 per 
cent) income tax.” 

(4) Corporation bonds, subject to all 
taxes, but on which the company pays the 
first 2 per cent normal tax. The additional 
2 per cent normal tax under the present 
‘law is paid by the bondholder. This is 
what is usually meant by the statement that 
“interest is paid without deduction of nor- 
mal tax.” 

(5) Corporation bonds, subject to all 
taxes, on which the company pays to the 
Government the first 2 per cent normal in- 
come tax for the bondholder, and pays di- 
rect to the holder the other 2 per cent tax in 
addition to regular interest, thus relieving 
him of the whole of his normal income tax. 
These bonds are comparatively few. In 
some cases the company has obligated itself 
to this payment. In other cases it has 


mind 


made the payment voluntarily and could 
discontinue, but is not likely to do so. 

An increase in the normal income tax 
will not affect Class 1 or Class 2. On 
Class 3, where interest is paid after deduc- 
tion of the normal tax, the ifftrease will fall 
with full force. On Class 4 the company 
will relieve the bondholder of the first 2 
per cent normal tax, as heretofore. The 
rest of the increase will fall on him. On 
Class 5 the bondholder will be relieved 
(probably in all cases) of the 4 per cent 
normal tax, but will have to pay the rest 
in case of increase. We doubt whether 
there are any bonds on which the company 
has bound itself to pay whatever income 
tax may be levied. If so, they are very few 
and unimportant. 

The readjustment in the prices of 
Classes 3, 4 and 5 will depend entirely on 
the extent to which funds are transferred 
from these securities to Classes 1 and 2. 
That such a transfer is now taking place is 
shown plainly by the relative strength of 
tax-free bonds in the market. The tendency 
will doubtless continue until the new tax 
law is passed and perhaps for a time there- 
after; but in view of the great volume of 
corporation bonds outstanding and the low 
yields of the bonds in Classes 1 and 2 we 
believe the effect on the prices of corpora- 
tion bonds will be much less than might at 
first be supposed. 

Every investor can figure for himself, on 
the basis of his probable normal, super and 
excess profits tax for the year what net yield 
he will get from his corporation bonds, and 
whether it will pay him to shift into bonds 
of Classes 1 and 2 at market prices. (If he 
has difficulty in doing this he may well 
consult our Special Analytical Service 
Bureau, which will do the work for a rea- 
sonable fee, and will also advise him as to 
the investment rating of his securities if 
desired. ) 

The table herewith shows the status of 
the active listed bonds as follows: A, com- 
pany does not assume any part of the hold- 
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er’s income tax; B, company assumes 2 per this table does the company assume 4 per 


cent normal tax. 


On none of the bonds in 


cent normal tax. 





Classification of Important Bonds Showing Their Tax Payment Provisions 


GOVERNMENT BONDS 


Am. For. Sec. 5s, Aug., 1 
Anglo-French 5s, Oct. 15 


Dom. Canada 5s, April, 
Dom, Canada 5s, April, 
Dom, Canada 5s, April, 


French Cities 6s, Nov. 
French Government Sihen tit 1919 


Paris 6s, Oct. 15, 1921 


U. K., Gt. Brit. & I. 5s, Sept., 1 

U. K., Gt. Brit. & I. 5%s, Feb., 1 

U. K., Gt. Brit. & IL. 5%s, Nov., 1919... 
U. K., Gt. Brit. & I. 5%s, Nov., 1921 


Japanese 2d Series Germ. Stpd. 4%s, 1925 (par 
value 974) 


CORPORATION BONDS 


American Agr. Chem., deb. 5s 
Am. Agri. Chem., conv. 5s, 1924 
American Hide & Leather 6s 
Am, Smelt. & Rfg., Ist 5s, 1947 
Am. Tel. & Tel., coll. 4s, 1929 
Am. Tel. & Tel., coll. 5s, 1946 
Armour & Co. Real Estate ane 
Atch., Topeka & Santa Fe, 

Atch., Topeka & Santa Fe, 
Atch., Topeka & Santa Fe, 
Atlantic coast Line, cons. 4s, 1952 
Atlantic Coast Line, L. & N. coll. 


Baltimore & Ohio, Ist 4s, 1948 
Baltimore & Ohio, conv. 4%s, 1933 
Baltimore & Ohio, p. 1. 3% 
Baltimore & Ohio, ref. 5s, 1 
Bethlehem Steel, ref. 5s, 1942 


Central Leather, Ist 
Central Pacific, ref. 
Chesapeake & Ohio, 
Chesapeake & Ohio, conv. 5s, 1946. 
Chesapeake & Ohio, conv. 4s, 193 ae 
Chicago, Burlington & Quincy, joint 4s, 1921. 
Chicago, Burlington & Quincy, Ill. 3%s, 1949 
Chicago, Burlington & Quincy, gen. 4s, 1958. 
Chicago Great Western, Ist 4s, 9 

“eri, & St. Paul, ref. 4%4s, 2014... 
Chi. .. Mil. & St. Paul, gen. 4%s, 1989. 
Chi., Mil, & St. Paul, conv. 4%s, 1932 
Chi., Mil. & St. Paul 4s, 1925 
Chi., Mil. & St. Paul, conv. 5s, 2014. 
Chicago & North West., en. 4s, 1987 
Chicago, Rock Island & acific, ref. 4s, 1934. 
Chicago, Rock Island & Pacific, gen. 4s, 1988. 
Chile Copper 6s, rcts. part 
c., C., C. & St. Louis, gen. 4s, 1993. 
Colorado Fuel & Iron, gen. 5s 
Colorado & Southern, Ist 4s, 
Colorado & Southern, ref. 4%s, 1935 
Columbia Gas & Electric 5s (stamped) 
Consol. Gas N. Y., a Ss 1920 
Corn Products, s. f. 5s, 


Delaware & Hudson, cvt. 
Delaware & Hudson, 
Denver & Rio Grande, 


Denver & Rio Grande, cons. 4s, 1936 
Erie, cons. 4s, 

Erie, conv. 4s 

Erie, conv. 4s, 

Erie, gen. 4s, 1996 


General Electric, deb. 5s, 


Granby Mining 
Great Northern 44s, 1961 


Hudson & Manhattan, ref. 5s, series A. 
Hudson & Manhattan, adj. inc. 5 
Illinois Central, C., St. L. & N., joint 5s, 1963... 


Illinois Central, ref. 4s, 1955 
Indiana Steel, Ist 5s, 1952 
Int. Met., coll. 4%s, 1956 
Int. Rap. "Tran., ref. 5s, 1966 
International Agricultural 5s 
Inter. Mer. Mar., Ist 6s, 1941 
Iowa Central, ref. 4s 


Kansas City Southern, ref. 5s, 1950 
Kansas City Terminal, Ist 4s, 1960 


Lackawanna Steel, cons. 5s, 

Laclede Gas of St. . 

Lake Shore, deb. 4s, = 

Lake Shore, Ist 3%s, 

Louisville & Nashville, pa 4s, 1940 


Midvale sae 5s, 1936 

St. & S. S. Marie, cons. 4s, 1938. 
Misesece ee & Texas, Ist 4s 
Missouri, Kansas & Texas of Texas, Ist 5s. 
Missouri Pacific, gen. 4s, 1975 
Missouri Pacific, ref. 5s, 1959 
Montaria Power Co. 5s, series A 
National Tube, Ist 5s, 1952. 


New York Air Brake, cvt. 6s 
New York Central, Lake Shore coll. 3%s, 
New York Central, conv. 6s, 1935 
New York Central, Ist 3%s, 1997 
New vom Central, ref. 4% 
Y. H. & H. 
New ai Telephone, gen. ‘4%s, 1939 didlos 
Norfolk & Western, cons. 4s, 1996............. 
Northern Pacific, gen. 3s, 
Northern Pacific, p. 1. 4s, 1997 


Oregon Shore Line, ref. 4s, 1929 


Pennsylvania, cons. 4y4s, 1960. . 
Pennsylvania, gen. 4%s, 1965 

Pere Marquette 5s, 1956 

Public Service Corp. N. J. 5s, 1959.. 


Reading, gen. 4s, 1997 
as Iron & Steel 5s, 1940 
St. L. San Franc., p. 1. 4s, 1950 
St. L. & San Francisco 5s 

St. & San Francisco, 

= L. San Francisco, inc. 

So. West., Ist 4s, 1989 
Stated Air Line, adj. 5s 
Seaboard Air Line, Ist -, Lo a 
Southern Pacific, ref. 4s, 
Southern Pacific, conv. 2. 1929 
Southern Pacific, conv. 5s, 1934 
Southern Railway, cons. 5s, 
Southern Railway, deb. 4s, 1956 


es ee es ec ccanbeesusse mie 
Third Avenue, rfg. 4 
Union Pacific, ref. 4s, 
Union Pacific, conv. 4s, 
a Pacific, Ist 4s, 
Rubber, ref. 5s, 
U = Steel, sinking fund 5s, 1963......... 
Va. Car. Chem., Ist 5s, 1923 
Virginia Railway, Ist 5s, 1962 
Wabash, Ist 5s, 1939 
Western Electric, Ist 5s, 1922...... 
Western Maryland, Ist 4s, 1952.. 
Western Pacific 5s 

















The A B C of Bond Buying 


How the Average Investor May Judge Bond Values 


II—General View of the Bond Field—Bonds Classified by Their Characteristics 





By G. C. SELDEN 





’ N order to obtain working knowl- 
Cu edge of the art of bond buying it 
uae §6is necessary first to get a general 
— view of the bond field, so as to 
know what kinds of bonds are available 
and something about their peculiarities. 

Since a bond is primarily a loan of money 
the lender or bond buyer naturally asks 
himself such questions in regard to it as 
the following: 

Who stands behind this bond? Who 
agrees to see that the interest and principal 
are paid when due? Also, what is behind 
it? Has it a special claim on any sort of 
property, and if so what sort? When is 
the principal to be paid, and are there any 
special provisions attached to the payment? 
And how and when is the interest payable? 
What taxes will have to be paid? 

The answers to these obvious and com- 
mon sense questions constitute a classifica- 
tion of bonds. If a bond has a mortgage 
behind it, it belongs to one class. If it has 
not, it belongs to another class. A bond 
issued by the Government is in a different 
class from one issued by a corporation, and 
so on. And when we have looked over the 
various classes of bonds in this way, we 
have a pretty good idea of the kinds of 
bonds that are available and of their prin- 
cipal characteristics. 

In the table herewith bonds are classified 
on the above plan. First, who issues the 
bond and agrees to pay it when due? It 
may be issued by a government, a munici- 
pality, or by any of the several classes of 
corporations shown in the table. 

Second, what is the security behind the 
bond? It may be a mortgage or lien on the 
different kinds of property enumerated, or 
the bond may be guaranteed by some other 
company, or it may be simply a company’s 
promise to pay. 

Third, how is the interest payable? Is 
it unconditional, or payable only when 
earned, or is it accompanied by some addi- 
tional share in the company’s profits? 
Each of these peculiarities gives rise to a 
certain class of bonds. 


Fourth, how is the principal payable? 
And the various ways in which payment 
may be provided for are shown in the table. 

Finally, to what extent and how is the 
bond taxed? This point has of course be- 
come more important with the growth of 
taxation. 


Why Bonds Are Classified 


Since I have said that each bond must be 
examined by itself regardless of the name 
it may happen to go by, it may be asked 
why I bother with a classification. The 
answer is, in order to arrive at a clearer 
understanding of the almost innumerable 
varieties of bonds. 

Any particular bond must fall under 
some one of the classes named in each of 
the five general divisions of the table. It 
is evident that the possible combinations of 
different characteristics are almost infinite. 
If you are a mathematician you may be in- 
terested in working out the number of these 
varieties by the principles of permutation 
and combination. Personally, I am satis- 
fied to know that the answer would be a 
very long row of figures. 

To view the field in any science, we must 
classify, and we must examine varied char- 
acteristics separately before we attempt to 
arrive at the result of their innumerable 
combinations. 

Most of the classes enumerated in the 
table are so obvious as not really to require 
explanation, but some comments may be 
helpful. Under the first group, for exam- 
ple, it is clear that a bond must in part 
derive its character from the nature of the 
organization which issues it. A govern- 
ment or municipality has the right to tax 
its subjects’ property all away from them 
in order to pay its bonds, if that should be 
necessary. But a merchandizing company, 
such as Sears-Roebuck or Woolworth or 
many others, needs very little ownership 
of property in comparison with its turnover 
of goods. It may lease its stores and ware- 
houses, and at any one time it may have on 
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General Classification of Bonds 
(1) Issued by: 
Governments. 
Municipalities. 
Corporations : 
Railroads 
Public Utilities: 
Street Railways 
Gas and Electric 
Telephone and Telegraph 
Industrials: 
Steel, Iron and Coal 
Manufacturing 
Merchandizing 
Mining 
Shipping 
Miscellaneous 


(Il) Secured by: 


Mortgage or Lien on: 
Municipal Property 
R. R. Trackage, Terminals, etc. 
R. R. Equipment 
Franchises 
Real Estate 
Plants and Improvements 
Collateral (Other bonds, notes, or stocks) 
Sinking Funds 
Guaranty or Endorsement. 
Promise to Pay. 


(III) Interest Payable: 
Unconditionally. 


If Earned 
Bonds) : 

Cumulative 

Noncumulative 


With Share in Profits. 


(IV) Principal Payable: 

Not Payable (Perpetual Loans). 

At Fixed Date, Uniform for Issue. 

At Fixed Dates, Serially. 

By Partial Payments. , 

When Called for Payment by Company. 

When Demanded by Holder under Cash 
Surrender Privilege. 

In Form of Other Securities under Con- 
vertible Privilege at Holder’s Option. 


(V) Taxed: 
Tax-Free. 
Free from Taxes of State Where Issued. 
Subject to Income Supertaxes Only. 
Subject to All Taxes: 
Company Pays No Tax for Holder 


Company Pays 2% Normal Incomie Tax 
Company Pays 4% Normal Income Tax 


(Income or Adjustment 








hand only one-fourth or one-tenth of the 
goods it sells in a single year. So there 
will necessarily be a great difference be- 
tween government bonds and bonds issued 
by merchandizing companies. 

Yet we must not overlook, even tempora- 
rily, the fact that the bond of a very strong 
merchandizing company will be better than 
the bond of a weak or dishonest govern- 
ment. We must get rid of the slavery to 
names. We must make our classification 
a servant, not a master. 

Coming to the second group, the tangible 
security behind different kinds of bonds 
will be discussed more fully in the next 
chapter. In the meantime we may note 
that a bond secured by guaranty or endorse- 
ment still has behind it only a promise to 
pay, but it has the promise of two com- 
panies instead of one. These bonds are 
usually those of a sub-company guaranteed 
by the parent company, or of a leased rail- 
way line guaranteed by the lessee. 

The correct name of the promise-to-pay 
bond is debenture, which means merely that 
the amount is owed. But debenture bonds 
are not always named debentures by «the 
companies issuing them—another case 
where we must emancipate ourselves from 
slavery to names and titles. 


Payment of Interest and Principal 


In the third section of the table, nearly 
all bonds come under the first class, inter- 
est being payable unconditionally. “In- 
come” bonds, on which interest is payable 
only when or if earned, are few. Some- 
times they masquerade under the name of 
“adjustment” bonds or some similar title. 
On this class of bonds, if the interest is 
not paid one year it is evident that it might 
be still due the next year, or not, according 
to the terms of the bond; that is, the bond 
may be cumulative or non-cumulative, the 
same as a preferred stock. 

Only a few bonds contain any provision 
by which they share in the profits of the 
company. Such a bond is a sort of cross 
between a bond and a stock. 

At first thought it might seem that there 
must be very little to be said about the pay- 
ment of the principal of a bond, yet I have 
been obliged to make seven different classes 
under that head. First, a bond may have 
no date of maturity. It may be framed to 
remain outstanding indefinitely as a per- 
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manent loan—on the same principle as the 
stock, which has no maturity, but repre- 
sents a permanent share in the ownership 
of the company. There are a few such 
bonds. 

Nearly all bonds come under the next 
class, the principal of all bonds in the 
issue being due at a fixed date named. In 
some cases, however, the bonds fall due 
serially; that is, if 1,000 bonds are issued, 
100 of them might come due each year, or 
according to any other arrangement of 
dates. In such cases the due date is speci- 
fied in each bond, so that the holder is in 
no doubt as to the maturity of his particular 
bonds. 

There are also a few issues in which 
each bond is paid off by partial payments. 
For example, a $1,000 bond might be paid 
off at the rate of $100 a year for ten years, 
with interest coupons for each year adjusted 
to the amount of principal still unpaid. 


“Callable” Bonds 


Next, a great many bonds are “callable,” 
usually at a price a little above par, and 
often not until after a certain specified date. 
On these bonds the company has the option 
of paying off the bond in accordance with 
the provision for “calling,” which is incor- 
porated in the bond itself. For example, 
a bond may be callable at 102 at any time 
after three years from date of issue. This 
leaves the holder uncertain as to how long 
his bond will run, since the company will 
call it at 102 or leave it outstanding ac- 
cording to the necessities of its business. 
A prominent example is the U. S. Steel 
Corporation’s sinking fund 5s, which are 
nominally due in 1963, but may be called 
at 110 and accrued interest on any interest 
day, after eight weeks’ notice. 

A few bonds have been issued which per- 
mit the holder to surrender his bond to the 
company for a fixed amount of cash if he 
desires to do so. This cash payment is less 
than the par value of the bond, and is in- 
serted to assure the holder of a market for 
the bond at a moderate sacrifice if he 
should be unable to sell it elsewhere. 

Finally, a great many bonds are con- 
Vertible at the option of the holder into other 


stocks or bonds (usually stocks) at a fixed 
price. In many cases this convertible priv- 
ilege does not become operative until after 
a fixed future date. 

The most common plan is to permit the 
bondholder to convert his bond into the 
company’s stock at a price somewhat higher 
than the stock is selling for when the bond 
is issued. This arrangement is very at- 
tractive to the investor. For if the company 
becomes more prosperous, so that the price 
of its stock advances above the convertible 
figure, he can exercise his privilege of con- 
version and reap the advantage of the rise; 
but if the company is not especially pros- 
perous, the investor retains his bond, with 
its claim for interest and on the company’s 
assets ahead of the stock. It is a sort of 
“Heads I win, tails you lose” arrangement 
for the bond buyer, and for that reason the 
convertible bonds of prosperous companies 
usually sell higher than they would sell 
without the convertible privilege, even 
though the prospect of exercising that 
privilege may still be some distance off. 

When we come to taxation, we find that 
nearly all municipal bonds and part of the 
U. S. Government bonds are entirely tax- 
free. Then there is a small special class 
of bonds which are free from taxes in the 
state where they are issued, but are taxed 
by other states. Next, some of the Liberty 
bonds are tax-free except that they are sub- 
ject to the income supertaxes. 

Bonds issued by corporations are in 
nearly all cases subject to all taxes, but in 
some instances the company obligates itself 
to pay the bondholder’s 2 per cent. normal 
income tax on the interest. This is paid di- 
rect to the Government and deducted from 
the interest before it is paid to the bond- 
holder. A few companies pay the full 4 
per cent. normal incofhe tax provided for 
in the law as it now stands, paying 2 per 
cent. to the Government and the other 2 per 
cent. direct to the bondholder. 

A table elsewhere in this issue shows the 
status of the active corporation bonds in 
this matter of payment of income taxes. 


(Mr. Selden’s next article will discuss the 
security behind different kinds of bonds.) 




















Strength of Union Pacific Bonds 


Why They Stand in the Front Bond Ranks—Company’s Im- 
portant Security Holdings—Collaterals and Debentures 





BOND STUDY No. 3 
By MEREDITH C. LAFFEY 





OR a great many years the bonds 
of the Union Pacific Railroad 
Company have stood in the very 
front rank of gilt edged railroad 

investments. Every issue from first mort- 
gage main line bond to convertible deben- 
ture, is more than liberally protected, and 
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the difference in the worth of the various 
issues is in the relative degree of safety. 
The reasons for the wonderful financial 
strength of the Union Pacific are twofold. 
In the first place, the road is a splendid 
property physically, and possesses what is 
frequently termed “strategic importance.” 
Its direct route across the central West 
from Kansas City and Omaha to Denver, 
Salt Lake City, and the Northwest, coupled 
with its fine facilities, enable it to carry 


its traffic at one of the lowest transportation 
ratios of any road in the country. 

The density of the traffic carried by the 
Union Pacific is large for a Western road, 
and the double track main line between 
Omaha and Salt Lake City is one of the 
busiest pieces of railroad on that side of 
the Mississippi River. This large, well 
diversified traffic, moved at comparatively 
low cost, produces a revenue sufficient to 
meet the company’s interest charges from 
two to three times over. 


Company’s Big Security Holdings 


There is a second very important source 
of revenue, however, in the interest and 
dividends derived from the large security 
holdings of the Union Pacific, the list of 
which reads like the investments of a sub- 
stantial insurance company. Principal 
among them are large blocks of Baltimore 
& Ohio, Chicago & Alton, Chicago & 
Northwestern, Chicago, Milwaukee & St. 
Paul, Illinois Central, and New York Cen- 
tral stocks. In addition, the company owns 
mortgage bonds of many of the best roads, 
equipment certificates, and notes, and va- 
rious other kinds of securities. In 1916, 
these securities had a book value of over 
$246,000,000 and produced $11,202,000. 

The 1917 report probably will show a 
sum available for interest about $2,000,000 
under the 1916 figure. 

One of the first charges upon this abun- 
dant income is the interest on the First 
Mortgage and Land Grant 4s, due 1947, 
which are secured by a closed first mort- 
gage of $100,000,000 on 2,085 miles of 
road, about one-half of which is embraced 
in the extremely valuable main line, three- 
quarters double tracked, between Council 
Bluffs, Ia., and Ogden, Utah. The 639 
miles of line forming the Kansas City to 
Denver route is the second piece of impor- 
tant mileage under this lien. 

In addition, they are secured by bonds 
and stock of the Union Pacific Land Com- 
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pany, which has realized about $23,000,000 
so far from the sale of its land grant hold- 
ings. Under the terms of the mortgage the 
proceeds of sales are devoted to the im- 
provement of the road, to new equipment, 
etc. This superlatively good bond has sold 
in the past at a price to yield only 3.70 
per cent. At the current quotation of 85, 
the yield is 4.95 per cent. The question 
for the investor contemplating the purchase 
of this issue is, whether or not he should 
pay a price for more protection in a bond 
than he reasonably requires, and whether 
he can afford to take so low a return on a 
taxable security. 

The Refunding 4s, due 2008, cover the 
above mileage by second lien and an addi- 
tional 1,473 miles of less important mileage 
by first lien. They are of unquestionable 
quality, and their yield of 5.05 per cent. at 
79 makes them, in a way, a more desirable 
purchase than the First 4s. The current 


income, disregarding amortization of the 
discount to maturity, shows a greater dif- 
ference between the two issues than the 
yields given above, because of the unequal 


times to maturity. 

The only maturity of less than nine years 
among the Union Pacific bonds is that of 
the Oregon Short Line First 6s, due Feb- 
ruary 1, 1922, a closed mortgage at $14,- 
931,000, and secured by first lien on 611 
miles of road forming a connecting link be- 
tween the mileage covered by the Union 
Pacific First 4s, and lines extending to 
Portland, Seattle, and Northwest points. 

Of these Northwestern lines, 1,126 miles 
are covered by the Oregon Railroad and 
Navigation First 4s of 1946, another closed 
first lien, amounting to $23,380,000. They 
commonly sell at very near the same price 
as Union Pacific Refunding 4s, and are 
fully as good as security. At present they 
can be bought at about 80, yielding 5.35 
per cent. 

Slightly less well secured are the Oregon- 
Washington Railroad and Navigation Re- 
funding 4s, due 1961. Their $39,804,670 
bonds cover by second lien the mileage of 
the preceding: issue, and an additional 844 
miles by first lien. The Union Pacific has 
guaranteed them as to principal and inter- 
est. They sell lower than the other mort- 
gage secured issues of the company, and 
are of a somewhat less high grade char- 
acter, still are none the less secure enough 
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and attractive because of their 5.70 per 
cent. yield at 73. 
Collaterals and Debentures 


The only collateral bond on the list is 
the Oregon Short Line Refunding 4 per 
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cent. Mortgage, due 1929, and quoted 
around 83, yielding 6 per cent. The $45,- 
000,000 of this issue have no lien whatever 
on the road’s physical property, but are se- 
cured by deposit of $27,577,000 San Pedro, 
Los Angeles & Salt Lake 4 per cent. bonds, 
covering a road whose route is plainly in- 
dicated by its name; $20,000,000 New 
York Central stock, and lesser amounts of 
St. Paul preferred, Illinois Central, and 
Chicago & Northwestern. In view of the 
fact that the full credit of the Union Pa- 


The two stock issues total within about 
$13,000,000 of the amount of bonds. The 
common pays 10 per cent. and has never 
fallen below par in the last fourteen years. 
The stock constitutes a mighty buttress for 
all of the Union Pacific bonds, but more 
particularly for the unsecured Convertible 
4s. 

Under Government control, the company 
should receive a rental sufficient to leave a 
considerable margin in excess of interest 
charges and dividends. These sums will 








UNION PACIFIC’S INCOME ACCOUNTS 
Years Ended June 30 
1915 


1914 
$31,626,214 


Operating income 
1,905,881 


ICU 6.06 Gannccdeueuecewens 


$29,720,333 
17,435,719 


Balance of income 
Other income 


$47,156,053 
14,062,108 


Total available for interest 
Interest charges 


Be REED Bi ak ks os 6008040 sic ced $33,093,945 


Calendar Year 
1916 
$40,823,537 
1,539,560 


$39,283,977 
13,303,845 


$52,587,822 
13,810,313 


$38,777,509 


$30,180,106 
1,286,782 








$43,411,783 
13,586,198 


$56,997,983 
13,826,197 


$28,893,324 
13,303,161 








$42,196,485 
13,803,926 








$28,392,559 $43,171,784 








cific, by whom it is guaranteed, is back of 
the issue, it is a desirable purchase, not- 
withstanding its lack of lien on tangible 
assets. 

Union Pacific Convertible 4s bring up 
the rear as a plain debenture whose con- 
vertible privilege has expired. ‘They have 
sound investment value, however, mature 
in nine years, and yield 6.55 per cent. at 
86. For the investor who is satisfied with 
something less than a superlative degree of 
safety, they are perhaps the most attractive 
investment of the lot, with their large 
equity represented by: 

Preferred Stock 
Common Stock 


$99,543,500 
222,293,100 


$321,836,600 


of course pile up, either in the form of 
additions to the physical property, or in en- 
larged cash or security accounts, in any 
event adding to the already tremendous 
equity for the funded debt. 

* * * 


NotEe—Since the foregoing article was 
written, offering has been made of $20,- 
000,000 Ten-Year Collateral 6 per cent. 
Bonds. This is a most exceptional issue, 
being secured by deposit of high grade 
Mortgage bonds of various railroads, and 
bearing an unusual interest rate for an ob- 
ligation of a company of the standing of 
the Union Pacific. It will undoubtedly 
prove to be a most popular investment. 





GERMAN FINANCES WEAKER 
Germany’s official statements issued by the Imperial Bank show the decline of her finan- 


cial power more plainly than any attack from the hostile sources. 


A gold reserve of $600,- 


000,000 is all that is behind paper money swelled to $4,500,000,000 and deposits of $1,500,000, 
000. That is a gold reserve of only 10%—dangerously near the dead line on which Russia 
has collapsed with a reserve of 8.4% and the food producers rejecting all paper money. 
The United States has more than three billions of gold in the country. The Federal banks’ 
reserve is three times Germany's, against paper money of less than a third the inflated German 
issues, while our deposits are about one-fifth greater. Our Federal gold reserve is 644% of 
total liabilities, notes and deposits, against Germany’s 10% reserve. 


—Financial America. 
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The Old, Old Story 





[We print the following letter because it is so strictly typical of the experience of thou- 


sands of “investors” who follow a 
$20,000 on an original investment of $340. 


“straight tip from the inside.” 
It is not surprising that he did not succeed. 


e writer wanted to make 


The 


letter also casts an interesting side-light on the reasons for many of the sharp advances in 
little known stocks which appeal so strongly to the cupidity of the inexperienced.—Editor.] 


Editor, THe MAGAZINE oF WALL STREET: 

Since the year of 1907 I have been deeply 
interested in the stock market. During said 
period I have read a great number of period- 
icals and financial publications, especially THe 
MAGAZINE OF WALL Street, which I find to 
be the best of all. 

But, because I followed my own ideas I 
have to confess that my money departed 
faster than I was able to earn it. 

For the first time I shall try to relate here 
how I found out the real meaning of Benja- 
min Franklin, when he said: Nothing is sure 
(apart from the promises of God) but death 
and taxes. I received in June, 1916, a letter 
from one of the oldest men of Wall Street, 
advising me to buy from 20 to 50 shares of 
Big Ledge Copper, traded in on the curb at 
$2 a share, but to keep the information to 
myself, as it came from a friend of his, an 
insider, who had told him that this stock 
was going on the big board, and in a short 
while would be selling at $25 a share. 

Such good news was enough to make my 
blood boil. I gave an order to my broker to 
buy for me 100 shares at the market for 
which I paid 1%. Through another broker 
I bought another 100 shares at 134. Some 
of the brokers did not even know that there 
was a stock by the name of Big Ledge. In 
a few days the stock began to move up like 
a clock, and as my profits began to increase 
I increased the number of my shares. When 
it reached its top price at $8 a share I had a 
paper profit of $4,000. 

While the stock was going up I felt happy 
that I advised some people to come in while 
the water was hot. One business man in par- 
ticular whom I had told about it when it 
was selling around 2% a share was only able 
to make up his mind when it reached 4. 
This man increased his holdings on the way 
up, and because he (like myself) hung on to 
it, lost about $1,000 

Some time after that he walked into my 
store and I said to him, “Have you brought 
your gun with you?” 

He said, “Oh, no, 
good loser.” 

When Big Ledge was selling at 7%, my 
broker called me up and said, “Your stock 
is very active to-day and looks like going 
much higher. Why don’t you buy a few 
hundred more? You have got plenty of mar- 
gin here.” 


I have always been a 


Now I had been telling this man from the 
very beginning that I knew that overtrading 
spelled ruin for almost every trader, and it 
was just that very thing I wanted to avoid, 
and yet I was silly enough to buy my last 
hundred shares at 7%. 

When this stock was selling at $8 I was 
long of 1,200 shares and had only invested 
$340 cash. That was certainly * ‘going some, 
and all within five months’ time. But I had 
made up my mind to make $20,000 from it. 
I was in for a killing, but had no idea it was 
I who was going to die. 

Up to that time everything had been clear 
sailing, but meanwhile an investigation was 
going on at the mine. Dr. Walter Weed, 
well known and able mining engineer, had 
been sent by a number of stockholders to 
make a thorough analysis of the ore reserves, 
etc., and when his report came out the stock 
began to fall faster than it had gone up. 

Some one will say, “Why didn’t you put in 
a stop order to protect yourself?” That's it. 
Why didn’t I? I was told that the president 
of the mine was a perfect gentleman and that 
he had his enemies, the bears were hammer- 
ing the price down, and so on. 

When the report came out, the stock went 
right down to $3 a share and took a rest. 
That day my broker called me up and said: 
“You had better come down to the office.” 
When I reached there I was introduced to 
the manager, who asked me how much money 
I was able to deposit, for my account re- 
quired $1,820 

I said, “I can give you all the references 
you want, but very little money.” But I 
brought some unlisted securities with me. He 
took them and after looking them over called 
up some firm which dealt in such securities 
and led me over to the cashier, who took 
said securities (not altogether too joyfully), 
and handed me back a receipt for same. 

Next I was told that if I could not make 
good the following Monday, December 18, 
my 1,000 shares of Big Ledge would be sold 
at 2:15 P. M. that day, and I would be held 
responsible for the remaining debit balance. 
T went home and said to myself: “By Monday 
that stock will be up again and I won't need 
any money at all.” 

After this I started out to borrow 
money, and only then did I discover that 
once more Benjamin Franklin was _ right 
when he said, “Wouldst thou know the value 


some 
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of money, go out and try to borrow some.” 
I began to think humanity a pretty bad lot. 
It was only a few days previously that my 
old friend whispered into my ears while 
turning into Broad street these words: “Wall 
Street is cold-blooded. I was down and no 
one seemed to be willing to give me a lift.” 

Big Ledge went up again to $6, and from 
there dropped slowly to 75c. a share at which 
figure it could have been bought until re- 
cently. 

I had plenty of warnings to get out with 
a profit. In fact, THe Macazine oF WALL 
Street and others had told me to get out of 
it. One broker told a friend of mine to tell 
me to take up my stock; another friend of 
mine told me to sell 500 shares and let the 


other 500 shares run for Sweeney. — No, I could 
not see it. This friend said I was strong-headed. 
Be that as it may, Big Ledge gave me a big 
ache, never to be forgotten, and its lesson is 
worth to me every cent that I lost. For we 
may all admit this: It is not what we make 
but what we keep or have left over that 
really counts in the end. Kind Providence 
was on my side, for had I been able to raise 
more money no one is able to tell how deep 
I might have fallen. 

From now on I shall have to tell a differ- 
ent story, and should some readers of this 
story be inclined to think or to act as I did, 
my experience may be of help to them— 
Never AGAIN. 








Important Forthcoming Financial Events 


July 8. 
Erie postponed meeting. 
Possible telegraph strike. 


July 9. 
Grain crop report by Government. 


July 11. 
Chicago, Burlington & Quincy annual meet- 
ing. 
July 15. 
American Telephone & Telegraph quarterly 
earnings. 
Central Leather quarterly earnings. 
Tobacco Products dividend meeting. 
Western Union quarterly earnings. 


July 18. 
Liberty Loan (third) installment payment 


ue. 
Chicago, Rock Island & Pacific annual meet- 
ing. 
New York State Republican Convention, 
Saratoga, N. Y 
July 23. 
American Hide & Leather quarterly earn- 
ings. ; 
New York State Democratic Convention, 
Saratoga, N. Y. 
July 24. 
Norfolk & Western dividend meeting. 
Pennsylvania dividend meeting. _ 
Pressed Steel Car dividend meeting. 
July 25. 
Consolidated Gas dividend meeting. 
Lackawanna Steel dividend meeting. 
July 30. 
United States Steel dividend meeting and 
quarterly earnings. 
July 31. 
Illinois Central dividend meeting. 
August I. - ; 
Atchison, Topeka & Santa Fe special meet- 
ing. 


American Steel Foundry quarterly earnings. 
Miami Copper semi-annual report. 
August 6. 
American Locomotive dividend meeting. 
Studebaker dividend meeting. 
August 7. 
American Smelting 
meeting. 
August 8. 
Union Pacific dividend meeting. 
August 9. 
General Electric dividend meeting. 
August 12. 
Canadian Pacific dividend meeting. 
August 13. 
Southern Pacific dividend meeting. 
August 15. 
Copper price agreement expires. 
Liberty Loan (third) installment payments 


& Refining dividend 


ue. 
Utah Copper quarterly earnings. 
August 20. 
Bethlehem Steel dividend meeting. 
August 21. 
Republic Iron & Steel dividend meeting. 
August 23. 
Atlantic, 
meeting. 
Railway Steel Springs dividend meeting. 
September 1. 
American Can dividend meeting. 
Chino Copper dividend meeting. 
United Kingdom Government $250,000,000 
2-year 5% notes mature. 
Sept. 4. ; 
Lehigh Valley special meeting. 
October 8. 
United States Supreme Court reconvenes. 


November 9. 
Last day for converting previous issues of 
Liberty Loan. 


Gulf & West Indies dividend 

















Investment Inquiries 





Miami Copper’s Prospects 

W. H. H., Clifton Springs, N. Y.—Miami 
Copper is selling at a low level in sympathy 
with the decline in the copper group and 
reduction in the dividends of Chino, Ray 
and Nevada. Directors will méet shortly 
to decide upon the Miami dividend, but 
even if it should be reduced, which we do 
not expect, the low price of the shares 
apparently discounts this unfavorable factor 
We advise you to hold your shares and not 
sell them at the substantial loss which you 
would receive. 


St. Mary’s Mineral Land Development 

C. N. B., Charlestown, Va—St. Mary’s 
Mineral Land is a stock which you should 
hold in spite of the fact that it is not paying 
dividends at present. The Copper Range 
Company has a number of subsidiaries 
paying dividends, while St. Mary’s Mineral 
Land has been deriving the bulk of its in- 
come from the Champion Mine. St. Mary’s 
is a big development proposition and re- 
quires all its funds to develop its great 
holdings of land and mines and the passing 
of its dividend is for the purpose of con- 
serving its cash. The company is almost 
ultra-conservative. There is room for con- 
siderable improvement market-wise, with 
any move in the “coppers.” It will pay you 
to take advantage of any further reaction 
to average your holdings, and to hold your 
complete line for ultimate development. 


Gulf, Mobile & Northwestern's Prospects 

W. V. B., St. Louis, Mo—Earnings for 
six months ended June 30th, 1917, amounted 
to $365,657, compared with a deficit of 
$124,924 in 1916, $85,607 in 1915 and $327,- 
895 in 1914. In these latter years, deduc- 
tions for interest charges were made in 
calculating these deficits. Surplus after 
charges for 1917 amounted to $772,010 or 
6.8% on its preferred stock. This was an 
increase of $91,261 over 1916. The surplus 
for January, 1918, showed a decrease of 
$42,734 under the corresponding month of 
1917, and for February, 1918, $59,089, a de- 
crease of $8,430 under those for February, 
1917. The prospects would seem fair for 
dividend payments on the preferred stock 
were it not for the impossibility of de- 
termining the effect of Government action 
on these short lines. Already many of 
them have suffered because of freight being 
diverted from them. 


Missouri Pacific’s Speculative Possibilities 

H. H. D., Parkersburg, Va.—Company 
is showing good earning power, Pere Mar- 
quette common, Rock Island common, St. 
Louis Southwestern preferred and Wabash 
can be purchased for speculation at this 
time. Few of the low priced railroads can 


be regarded as investment issues, and a 
purchaser should not hold them too long 
when a profit is realized. A move in them 
is not improbable in the near future, and 
purchasing should be made at current low 
levels with the idea of taking profits during 
the next period of activity in the low priced 
rails, Summarized: they are good specula- 
tions for anyone with surplus funds, in- 
difference to intermediate fluctuations or 
moderate losses and patience. 


Standard Oil Possibilities 


R. G., Brooklyn, N. Y.—Standard Oil of 
New Jersey and Standard Oil of New 
York are among the most attractive issues 
of the Standard Oil Group. They possess 
high investment qualities. When purchased 
outright and held over a long period, they 
should prove profitable. While we are not, 
generally speaking, recommending the 
Standard Oil group for the average investor 
at this time, if you can afford to hold the 
stock regardless of temporary fluctuation, 
any of these stocks should prove profitable. 
The management of the companies is very 
conservative and it seems unlikely that they 
will declare “extras.” Upon any definite 
peace prospects, the Standard Oils will 
probably show a substantial increase in 
market value due to the enormous expan- 
sion which will be brought about through 
the re-opening of foreign trade. Of the 
three issues, we favor Standard Oil of New 
Jersey, but it would be a good idea for 
you to distribute your purchases among 
the issues of these three companies. 


Glenrock Oil a Speculation 

G. W. B., Auburn, N. Y.—It was brought 
out on the New York Curb at 9, and sold 
to nearly 20. A strong pool was operating 
and the stock was underwritten at around 
7. Troubles developed among the mem- 
bers of the pool, with the result that a 
good deal of selling took place which de- 
pressed the price to around 3. We under- 
stand that these matters have been ad- 
justed, and as the pool still holds a large 
block of stock it is very likely that an active 
upward market will be created. For any- 
one who can assume the speculative risk 
involved, we regard Glenrock Oil as a very 
fair speculation. The intrinsic value is 
there, and there is the additional incentive 
of participating in the speculative move 
which technical considerations suggest. 


Gaston W & W’s Decline 


E. H., Baltimore, Md—The stock is 
down on rumors that dividends will be 
discontinued and because its net income 
applicable to dividends for the year ended 
April 30, 1918 was only $1,298,487, or $23,487 
more than the dividends paid. $1,751,309 
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was deducted for Russian doubtful accounts 
and $138,930 as amortization of discount on 
Series G notes. The stock has also been 
affected by the restriction of shipping con- 
ditions. ‘It is well known that conditions in 
Russia are bad and the writing off of these 
accounts seems to have been a conservative 
measure to meet the worst possible con- 
ditions. For the first four months of 1918, 
net earnings were 4.50% and would have 
averaged 10.63% for the year 1917 had not 
this large amount been written off. During 
this period, conditions appear fo have been 
as bad as possible. It is possible that new 
ship construction will provide some ad- 
ditional facilities in the future, and that 
dividends will be continued as long as earn- 
ings warrant them. New and powerful in- 
terests have entered into the company, and 
they may have influenced the “write-off.” 
We advise you to hold your stock as we re- 
gard it as an excellent long pull invest- 
ment. This is a good time to purchase 
more average holdings at a lower level. 


Westinghouse at Reasonable Level 

E. H. D., New York, N. Y.—The stock 
is now selling at a reasonable level and we 
believe its dividend of $3.50 to be reason- 
ably secure. Its financial position is very 
strong, and we respectfully suggest that 
you look up the article on this company in 
our April 13th issue, on page 44. We agree 
with the conclusion of the author. The 
stock is attractive at its present low level, 
and a purchase is likely to be profitable if 
the stock is held regardless of temporary 
fluctuations. 


Inactive Stock Execution 

N. K., Newark, N. J.—In giving an order 
to buy or sell an odd lot of an inactive 
stock at the market, you should specify, or 
your broker should ask you to specify, 
whether you wish it executed at once at 
the best bid or offer, or executed on the 
next sale of 100 share lots. If you write or 
wire without specifying this point your 
broker should exercise his own judgment 
as to which way to execute the order. 
The usual custom is to do so on the next 
sale. Your broker, therefore followed the 
usual custom; but unless you specified that 
your order at the market was “open” or 
“good till countermanded,” he had no right 
to carry it over and execute it the next day 
without consulting you. If you told him 
to execute at the first opportunity, he was 
within his rights. If you gave the order 
“for the day,” you can compel your broker 
to cancel the sale and restore the stock 
to you. 


Interest on Income Bonds 
R. B. S., Seattle, Wash—We see no 
reason why the payments of interest on 
the adjustment income 7% bonds, due 1932 


of the Denver & Rio Grande Railway Com- 
pany did not come from its earnings. These 
earnings for the first 11 months of 1917. 
together with other income amounted to 
$9,654,286 and fixed charges amounted to 
only $7,675,393. The company had a suf- 
ficient income in 1916, not only to pay the 
interests on its bonds but to show earnings 
of 0.93% on its common stock. For the 
year ended June 30th, 1916, it earned 3.49% 
on its common, and sufficient to pay in- 
terest on its bonded indebtedness. 


Brokers’ Commissions 


L. M. E., New York, N. Y.—“Board” or 
round lots mean 100 shares on the N. Y. 
Stock Exchange, or 10 shares on the N. Y. 
Consolidated Exchange. The _ brokers’ 
commission is $12.50 per hundred. or $1.25 
for ten shares; minimum commission is $1. 
In the case of odd lots, execution takes 
place through an “odd lot” specialist at 4% 
of a point above the market price when 
buying, and % below when selling, in ad- 
dition to the above commission. The in- 
vestor in odd-lots can approximately cal- 
culate his expenses to be 4 of a point each 
way, in addition to interest, stamps and 
taxes. The “short-seller” must add loaning 
charges (if any) on borrowed stock, and 
additional tax recently imposed on short 
sales. The exchanges concerned make no 
profit on such transactions. Its expenses 
are paid by the members, and the latter 
recoup themselves out of their commissions. 
A N. Y. Stock Exchange seat costs from 
$35,000 to $60,000 according to market. 


Goldfield Consolidated Criticised 


A. Z., Memphis, Tenn.—Our June 8 issue 
contained a typographical error. 1917 earnings 
should read “Earned .003 a share in 1917, 
equivalent to 30 cents for each 100 shares of a 
par value of $10 each.” Although we agree 
that at 25 cents a share speculative possibilities 
are not entirely lacking, we consider Gold- 
field Consolidated and Jumbo Extension 
again in the “prospect” class. We maintain 
our view although it may be unpopular. 

Pennsylvania Coal’s Good Progress 

R. J., Chicago, Ill—Earnings for last fiscal 
year show $1,500,000 available for dividends, 
on capitalization of $7,500,000, or 20 per cent. 
As there are 150,000 shares of $50 par out- 
standing, this showing is equal to $10 a share 
earned, or about 33 per cent on the market 
price around 33. An indication of prosperity 
is the liberal dividend of 75 cents regular and 
75 cents extra now paid, equa’ to $6 a year: 
a yield of 18 per cent. Interests close to the 
management assure us that earnings above 
last year’s remarkable showing are being main- 
tained, and that dividends are more likely to 
be increased than reduced, as the company has 
ample capital. The shares are a maturing in- 
vestment which we advise you to hold, 











(Géae) EBaldwin’s Growing Value 
No Reason for Mystery About This Stock—Big Earnings 
Have Been Plowed In—Prospects in War and Peace 
—Dividend and Financing Rumors 


T has seemed to me all along that 
the only mystery about Baldwin 
Locomotive is why anybody 

— should call it a “mystery stock,” 
and why it should have sold at such a price 
as 43 last year. True, the outcome of its 
contracts with the Remington Arms Co. and 
the Eddystone Ammunition Co. for the use 
of its new plants in munitions work for 
England and Russia was unsatisfactory. 
But this did not involve any loss of im- 
portance to Baldwin, and in other direc- 
tions the position and prospects of the com- 
pany have been clear to anybody who would 
take the trouble to analyze its reports for 
the last half dozen years. 

In 1912 Baldwin earned $11.49 a share 
for its common stock and in 1913, $13.09. 
These years were not exceptionally pros- 
perous for the equipment companies, and 
these earnings indicated substantially 
what the company could do under normal 
conditions. It had already demonstrated, 
therefore, an earning power of more than 
10 per cent for the stock. In 1914 there 
was a big deficit, which was not surprising 
under the War Panic conditions of that 
memorable year. In 1915 $7.14 per share 
was earned. : 

In 1916, $6.10 was shown by the report 
for the common—but this was after an un- 
usually large charge for depreciation and a 
charge for “adjustments” amounting to $2,- 
563,000, or over $12.80 per share on the 
common stock. The real meaning of these 
adjustments was that the company had 
built the new Eddystone plant out of its 
earnings before figuring the per cent for the 
common. 

In 1917 earnings for the common were 
$34.53 per share, but instead of paying 
dividends the company charged off over 
$15,500,000 from its assets, leaving “pat- 
ents and good will” at only $899,000. 


Putting Value Behind the Stock 


What has happened is best illustrated in 
the graph herewith, which shows approxi- 


By WILLIAM T. CONNORS 


mately the dollars of tangible assets behind 
each share of common stock year by year 
since 1912. These figures are arrived at 
by deducting $16,400,000 from property 
assets from 1912 to 1916 inclusive, and 
adding $2,000,000 in 1916 and $4,000,000 
in 1917 to the company’s book entry for the 
Standard Steel Works, which it owns. The 
$16,400,000 item represents the company’s 
own valuation of patents and good-will in 
charging off at the end of last year. And 








TANGIBLE ASSETS BEHIND 
BALDWIN COMMON 
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the added valuation for the Standard Steel 
Works is undoubtedly less than the actual 
increase in the value of that company in the 
last two years. 

It may be conservatively estimated, 
therefore, that the net tangible assets be- 
hind each share of stock have nearly quad- 
rupled since 1912 and are now about $120. 
Nevertheless, one very important consider- 
ation here must not be overlooked. Of the 
1917 assets, $20,434,766 consisted of in- 
ventories, and these are being carried at a 
high price level. Some allowance should 
be made for this fact, but it certainly seems 
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fair to conclude that the tangible assets be- 
hind the stock should be reckoned at more 
than $100 a share. 

In other words, the company has seized 
the opportunity afforded by war profits to 
squeeze the water out of its capitalization 
and put solid value behind its stock. 

The above figures are derived from the 
balance sheet and are partly estimated, but 
we arrive at substantially the same conclu- 
sion if we start with the income account. 
During the past two years additions to the 
value of the stock have been as follows: 
Baldwin’s 1916 earnings 
Eddystone construction, 1916 
Baldwin's 1917 earnings 
Standard’s undistributed 1916 earnings. 
Ditto for 1917 


4.14 
145 


So there is very little “mystery” about the 
tangible value that has been put behind 
Baldwin common. 


Prospective Earnings 


But, as we all know, earnings are far 
more important than assets in setting the 
price for a stock. And it must be pre- 
sumed that the low prices of 1917 were due 
to the fact that holders of the stock in- 
spected the earnings of the previous three 
years and found them as follows: 

5.2% (def.) 


7.1 (sur.) 
(sur.) 


These bald figures, taken alone, did not 
look encouraging. But it is always neces- 
sary to look behind the scenes a little. 

The year 1914 was the War Panic year, 
1915 was a dull year for equipment com- 
panies, and the 1916 earnings were really 
more than triple the figure shown in the 
annual report. 

The company’s war-time earnings must 
be looked at from the point of view of an 
addition to assets. They have been rein- 
vested in the property. Cash on hand at 
the end of 1917 was $6,889,000, which 
compares with about $5,000,000 normally 
carried before the war. In view of the busi- 
ness being handled now, the supply of cash, 
though satisfactory, is not any larger than 
usual. The big earnings have been trans- 
muted into plants and equipment. 

The same is true of present and future 
earnings under war conditions—that is, 


they will strengthen the company’s position 
but cannot be taken as a guide for the fu- 
ture value of the stock as measured by its 
probable dividends or income-producing 
capacity. There is no reason to doubt that 
the U. S. Government will permit this com- 
pany to earn a reasonable profit for its stock 
on its war work—and now that railroad 
equipment orders as well as ammunition or- 
ders come from the Government or from 
Government-controlled railroads, that is 
about all we can say as to the outlook for 
war profits. 

After the war the company will be as well 
off as it is now and probably somewhat bet- 
ter off, but it will have a greatly enlarged 
plant to be kept busy. What is the outlook 
for keeping it busy? 

Apparently very good. Our railroads 
were badly behind on their equipment re- 
quirements when the war began. They are 
still further behind now. Europe’s locomo- 
tives will probably be about ready for the 
junk heap when the war ends. All neutral 
countries are being starved for equipment. 
They must come into the market when the 
nightmare is over. 

What can Baldwin do under those future 
conditions ? 

In 1917 the company’s gross sales were 
$98,263,000, and of that sum about $77,- 
000,000 consisted of locomotives and other 
regular work outside of munitions. When 
the munition work ends Baldwin will be in 
a position to do an annual business of 
$100,000,000 or more. For a time its ca- 
pacity should be fully occupied; but for the 
sake of conservatism let us assume that its 
after-the-war gross will run about $75,- 
000,000 a year. 

Now, the per cent. of manufacturing 
profit to gross sales has been as follows: 


It is reasonable to assume, therefore, that 
profits in ordinary peace times will average 
about 10 per cent. on sales. On $75,000, 
000 sales, this would mean a manufactur- 
ing profit of $7,500,000. 

From this we have to deduct interest, 
taxes, depreciation and preferred dividends. 
In 1917 the sum of $1,750,000 was re- 
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served for war taxes. Assuming that taxes 
must remain heavy after the war, we will 
place this item at $1,000,000—which is, of 
course, in addition to ordinary taxes. Mak- 
ing the other necessary adjustments, we 
find that we have about $3,350,000 as the 
approximate amount available for the com- 
mon stock after the war, or earnings of 
about 17 per cent. annually. 

This result is, of course, hypothetical; 
but it is based on business at about 75 per 
cent. of the 1917 total, a normal and rea- 
sonable rate of profit, and the assumed con- 
tinuance of about half the 1917 war taxes 
in addition to other taxes. I believe, there- 
fore, that we are warranted in concluding 
that Baldwin will show good earnings for 
its stock under peace conditions. 


The Rumor Factory Rushed 


As is usually the case with a stock in 
which there is a big public speculation, 
there are all sorts of rumors about Bald- 
win’s plans and prospects. The imminent 


declaration of regular or special dividends 
is a part of the rumor monger’s stock in 


trade, to be taken down at frequent inter- 
vals, dusted off and set out on the sidewalk. 
Certainly, the directors could declare divi- 
dends on the common if they saw fit. The 
company could pay them at any time. But 
personally I see no special reason why they 
should do so-at present. I have already 
called attention to the fact that at the end 
of last year there was no unnecessary sur- 
plus of cash on hand. With the prospect 
of higher war taxes, with nearly all the 
company’s business coming from the Gov- 
ernment directly or indirectly at prices 
fixed by the Government, and with the end 
of the war still a question of the indefinite 
future, there seems little enough encourage- 
ment for the company to pay out its money 
in dividends. 

Other rumors concern financing—a stock 
dividend accompanied by rights to sub- 
scribe for more stock in cash. Such a step 
would not be wholly unreasonable, in view 


of the great increase in assets and the very 
large volume of business now being han- 
dled. But the company is in a position to 
call upon the War Finance Corporation for 
aid if it needs more money to handle war 
work, and a far more conservative course 
would be to leave the stock capitalization 
as it is, now that assets have. caught up 
with it. 
Immediate Outlook 


The company’s immediate outlook is, as 
everybody knows, for more business than it 
can handle. At the end of last year it had 
about $125,000,000 of unfilled orders on 
hand and it must certainly have more now. 
This means capacity production for 15 to 
18 months. 

The company has $8,400,000 first mort- 
gage 5 per cent. bonds outstanding, which 
are strongly secured and sell a little above 
par, even in the present bond market. 
The high price is partly due to gradual re- 
tirement under the sinking fund provision. 
There are also $3,000,000 Standard Steel 
first 5s out, equally strong. 

The 7 per cent. cumulative preferred 
dividends have been paid regularly since 
the formation of the present company in 
1911. Average earnings for the preferred 
have been considerably more than twice the 
requirements, and with the present greatly 
strengthened position of the company this 
issue is entitled to an excellent rating and 
is selling around par. It is inactive. 

The immediate outlook for the common 
is decidedly promising. The company has 
an unexcelled plant, very convenient to 
tidewater, and is in better shape to con- 
struct locomotives economically than any 
other equipment enterprise. A good de- 
mand for its product seems assured. The 
common has solid investment value but be- 
cause of the wide market fluctuations, 
this issue should only be bought on con- 
siderable declines. It ought to eventually 
sell considerably higher than its current 
market of 90. 
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Growth of the Smelting 
Industry in America 


From Small Beginning the Business 


Has 


Developed Tremendously— 


Copper, Lead and Spelter— 


The Pressing Problem 


of Higher Costs 





By ERNEST G. HOTHORN 








O Homer has yet arisen to sing the 
Iliad of the smelting industry of 
the United States, although the 
subject is important enough to de- 
serve a worthy historian. 

The smelting industry may be properly 
differentiated into three main branches, 
i. e., copper, lead and zinc; silver and gold 
being to a large extent part of the copper 
and lead smelting branches, though during 
the latter years zinc ores have furnished a 
considerable output of gold, silver, copper 
and lead, owing to improved methods. 

The copper smelting industry in the 
United States started in 1825. Smelting 
plants at first bought the ores and were run 
entirely separate from the mines. Before 
long serious antagonism developed between 
miners and smelters for the reason that 
competition grew apace between the in- 
creasing number of smelters, which fought 
for the business of the miners and generally 
made smelting rates which would have 
netted a direct loss if honesty in weighing, 
sampling and assaying had been the order 
of the day. However, the smelters always 
figured that as long as the terms read, 
“weighing, sampling and assaying at buy- 
ers’ works,” they could take care of them- 
selves, especially as the methods of sam- 
pling and assaying were extremely crude 
and always manipulated. The smelting 
fraternity did not care about terms as long 
as, it could do the sampling. Paying for 
the precious metal contents in copper and 
lead ores was not considered good form by 
the smelters if the miner was not aware that 


his ore contained appreciable quantities of 
precious metals. Besides, there were vari- 
ous other more or less ingenious tricks de- 
vised to fix the prices published for metal 
contents below actual market values not to 
mention market rigging. Private arrange- 
ment with the railroads providing for re- 
bates to the smelters on freight charges 
from the mines to the smelters was, with 
many smelters, an’ important duty of the 
management. 

This naturally led to more or less se- 
vere differences. In most cases the larger 
mines began to build their own smelters, 
where they were sure to get paid for the 
content of their ore. However, rapid mar- 
ket fluctuations prevented the smelters from 
flourishing; on the contrary, most of them 
suffered such heavy losses, owing to de- 
monetization of silver in the early 90's, 
that early in 1898 the internecine war 
among the smelting fraternity resulted in a 
combination known as the American Smelt- 
ing & Refining Co., commonly known as 
the “Smelters’ Trust.” 


The Guggenheim’s Dominate 


M. Guggenheim Sons, then comparative 
novices in smelting, having started in the 
later 80’s, did not combine with the Ameri- 
can Smelting & Refining Co. on the terms 
offered to them by the originators of the 
combination, but later on made a much 
more favorable bargain, with the result that 
since that time they have dominated the af- 
fairs of the American Smelting & Refining 
Co. 
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However, the idea of the combined smelt- 
ers of large and certain profits could not be 
realized since the antagonism of the mining 
interests in the West ran to fever heat when 
higher smelting rates were asked, even 
though fair treatment in weighing, sam- 
pling and assaying was assured. The idea 
that smelters are more or less dishonest in 
their practice and never give the poor but 
honest miner what he is entitled to, prevails 
to this day, largely because the miner gen- 
erally buys some slipshod information from 
a green, metallurgical engineer who figures 
out that under certain favorable conditions 
a certain ore can be smelted at a low price 
and a high percentage of the metal content 
recovered, it being persistently overlooked 
that the amortization of smelting plants, ow- 
ing to constant progress in the industry, is 
an important factor and must be added to 
smelting costs. 

Next to ladies’ hats and high-class motor 
cars, smelting plants become obsolete more 
rapidly than almost any other kind of plant. 
Owners of smelting plants have a continual 
fight to wage with their experts, who figure 


out every four weeks that, if they had a 
couple of million dollars at their disposal, 
they could erect a plant with the latest 
labor-saving devices, furnaces, etc., which 
would reduce the cost to such an extent that 
the new plant could be paid for out of the 
savings in 15 or 20 years, always overlook- 


ing the point that such improvements 
should be amortized in five years—if not in 
three—since by that time they surely will 
have become out of date. 

American smelting plants even now are 
vastly ahead of plauts in other countries, 
because no other country can afford the con- 
tinual costly changes and improvements 
which are the order of the day here. No 
country has such rich mines as the United 
States, and nowhere has the industry ex- 
panded in so marvelous a manner. While 
other nations, notably Great Britain and 
her colonies, have wonderful mines, their 
smelting and refining plants are far behind 
those of the United Staes. The fact that 
before the war ores from all parts of the 
world, notably Australia, South America, 
Spain, Africa, Asia, etc., were sent to Amer- 
ican smelters and refineries, was chiefly due 
to the fact that in no other country could the 
money be found to erect such large plants 
and nowhere else are natural facilities so 


good as in the United States. As far as 
freight rates are concerned, New, York and 
Baltimore offer, in addition to cheaper coal, 
locations near the waterfront, with docks, 
etc. The outside world had very little show, 
except in the case of a few ores which of- 
fered special metallurgical difficulties 
which were easier to solve on a smaller pro- 
duction scale. Quantity output is the strong 
point here. 


Extraordinary Growth 

I have not been connected with the tech- 
nical development of the copper, lead and 
zinc industry of the United States, simply 
having been interested in the buying and 
selling of the product, and therefore am not 
qualified to give a history of its amazing 
technical development. The actual, practi- 
cal, commercial side during the last 30 
years has been my special province, and the 
gigantic volume of the industry amazes me, 
since it hardly seems possible that the 

United States has increased its consumption 
of metals so greatly. A few comparisons 
may prove interesting. Output and value 
of copper, lead and spelter compare as 
follows: 

Quantity 
Short Tons Value 
$17,512,000 

12,559,245 


3,752,408 


Year: 1886 


42,641 


Quantity 
Year: 1916 Short Tons Value 
eseeeeeeees 963,925 $474,288,000 
Lead 78,016,904 
Spelter 183,550,400 


Considering the beginning of the smelt- 
ing industry in the three metals, i. e., cop- 
per, lead and zinc, separately, the United 
States figures compiled by the United States 
Geological Survey under the able manage- 
ment of Mr. C. E. Siebenthal, show that 
the copper production amounted to: 


224,000 Lbs. 
6,720,000 “ 
19,040,000 “ 
40,320,000 
165,875,483 
380,613,404 
888,784,267 
1,388,009,527 


In 1916 the volume increased only about 
33 per cent, i. e, to 1,927,850,548 Ibs., 


while the value doubled. 
Lead production totaled only 17,500 short 
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The production of these three metals con- 
stitutes such an important factor in the eco- 
nomic structure of the United States that 
one can truly say that without these re- 
sources the United States could not possibly 
have achieved its present lofty pinnacle of 
economic supremacy. It can safely be as- 
serted that no possible development in other 
countries can ever endanger that supremacy 
because the mines which furnish these met- 
als are geographically so favorably located 
that even foreign invasion cannot materially 
interfere with the production. 

To what extent the world at large has be- 
come dependent on the United States the 
present European war has demonstrated. 
The more or less hysterical efforts of other 
countries to change this status by govern- 
ment subsidies, etc., are doomed to failure, 
simply because we have superior transpor- 
tation facilities and coal. 


Supply of Copper Limited 
But this is by no means the end. There 
are still more heights to climb. The wants 
of the people will call for increasing utiliza- 
tion of all metals. It will only be a question 


of substitutes—for instance, rust-proof 
kinds of iron—because there is not now and 
there will not be in future, copper available 
for all purposes where copper is the best, 
simply because there will not be enough to 
go around. We are getting along with the 
copper which we are now producing only 
because cheaper material has replaced cop- 
per in many branches where 30 years ago 
the metal was considered a sine qua non. 
As far as pig lead is concerned, the de- 
mand for ammunition and sheet lead for 
acid, etc., plants has made this metal just 
as important at the present time as copper, 
» and our tremendous output is also such a 
necessary factor for the winning of the war 


that the importance of the lead smelting in- 
dustry is second to none of the others and 
equal to that of copper. 

Regarding spelter, prior to the war the 
United States had no preponderance, be- 
cause we were producing barely one-third of 
the world’s output of spelter. Belgium, ow- 
ing to its geographical situation, cheap fuel, 
etc., really occupied the commanding posi- 
tion. The war changed all this, and it is 
more than likely that Belgium’s zinc smelt- 
ing industry has been permanently de- 
stroyed. Great Britain has since the begin- 
ning of the war taken important steps to be- 
come independent of the Continent, as far 
as spelter is concerned. 

Impetus to Zinc 

On the other hand, the impetus given to 
the zinc smelting industry in the United 
States, owing to curtailment of supplies from 
Belgium, and incidentally from Germany 
and France, led to 150 per cent increase in 
our output within three years after Aug- 
ust 1, 1914, i. e., while we produced spelter 
in the first half of 1914 at the rate of 30,- 
000 tons a month, this output during the 
first half of 1917 doubled, i. e., we produced 
at the rate of 60,000 tons, and for a while 
even at the rate of 65,000 tons. This was 
accomplished not only by economical work- 
ing, but also utilization of a number of old 
plants which had shut down owing to un- 
favorable fuel supply, etc. 

The entry of the United States into the 
war curtailed the demand of the Allies ma- 
terially, because they felt that at any time 
they could commandeer the spelter they 
needed. Lack of shipping facilities also 
prevented rapid shipments of spelter to 
Europe and the decrease in the Russian de- 
mand liberated a great deal of Japan’s out- 
put. Last but not least, the Allies utilize 
now scrap from shells and cartridges at an 
increasing rate. Coupled with this material 
curtailment in the wants for ordinary pur- 
poses the United States also added its 
quota to the decrease in consumption, and 
the zinc smelting industry became very un- 
profitable with the result that all non-econ- 
omical plants shut down, reducing the out- 
put not less than 25,000 tons a month, so 
that today we are producing at the rate of 
about 40,000 tons a month, which during 
the war will probably suffice to supply our 
own and the Allies’ war requirements. 
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Increasing Costs 


One important factor which today has to 
be taken into consideration in all smelting 
operations is the steadily increasing cost of 
operation, which amounts now to at least 50 
per cent, if not 60 per cent, increase com- 
pared with the first half of 1914. This ad- 
vance in the cost is constituting a very 
heavy burden for the smelting industry, no- 
tably copper and lead, on account of the 
custom of making long-time contracts, ex- 
tending in some cases 5 to 10 years. Con- 
sequently a number of larger plants have 
been operating at a disastrous loss, being 
faced with constantly increasing labor de- 
mands, higher prices for all materials and 
very unfavorable smelting rates. In some 
cases mines have realized that if they in- 
sisted on their contracts it would simply 
mean bankruptcy of the smelters and utter 
disorganization of the smelting industry, so 
that more liberal concerns have voluntarily 
revised the terms. 

On the other hand, there are others who 
insist on their pound of flesh, and it will 
probably need intervention by thé Govern- 
ment to bring them to a realization of the 
untenable conditions in the smelting in- 
dustry. 

Recently better rates are obtainable and 
new contracts for copper and lead smelting 
and refining are based on these changed 
conditions, but the high prices for metals 
have resulted in a heavy increase of smelt- 


ing material. All copper and lead smelters 
carry large stocks which not only involve 
heavy interest charges, but also market risks 
in case of a sudden change in the political 
aspect, which may result in a serious drop 
of prices. The price-fixing on the part of 
the Government shortly after the United 
States entered the war, reducing the price of 
copper to 16%4c., i. e., 20c. below the then 
prevailing price for copper, shows the pos- 
sibility in this respect and certainly prevents 
any possible profiteering on the part of 
smelters as the result of war conditions. 


Labor Problem 


If it is to the interest of the country to 
have the important smelters survive this 
present conflict unscathed a broad-gauged 
attitude on the part of the miners becomes 
imperative, though this has never been con- 
sidered necessary by the miners. The solu- 
tion of this question becomes vitally im- 
portant, but it will undoubtedly require co- 
operation on the part of the Government to 
do justice to all interests concerned. 

The Department of Labor is doing a 
great deal to prevent any sharp conflict with 
the laborers who, stimulated by the con- 
stantly rising cost of living, naturally ask 
steadily increasing wages. But this is not 
all—the mines themselves realize that cheer- 
ful co-operation with the smelting industry 
is necessary for the benefit of all and is an 
urgent necessity for the success of the war. 











Conversion of Liberty Bonds 


Liberty bonds of the first and second issues and those obtained by converting bonds of 
the first issue into 4 per cent bonds can be converted into 4% per cent Liberty bonds a 
the six months’ period beginning May 9 and ending November 9, 1918. The new bonds wil 


be dated May 9, 1918. 


After November 9, 1918, no further rights of conversion will attach to the 4 per cent 
bonds, either the original bonds of the second loan or those obtained by conversion of bonds 
of the first loan. All of the 4% per cent bonds are non-convertible. 


Bonds for conversion gasy be surrendered at any Federal reserve bank or at the Treasury 


Department. Registered 


mds must be assigned to the Secretary of the Treasury for con- 


version, but such assignment need not be witnessed. 
On conversion of registered bonds registered bonds only will be delivered, neither change 
of ownership nor change into coupon bonds being permitted. 


Coupon bonds, however, may be converted into registered bonds upon request. 
bonds must have the May 15 or June 15, 1918, coupons detached and a 
Coupon bonds issued from conversion will have only four interest coupons 


attached. 


Coupon 
subsequent coupons 


attached, and later must be exchanged for new bonds with the full number of coupons 


attached. 


_——. 

















Three Important Sugar Stocks 


American Beet Sugar, American Sugar Refining and Cuba 
Cane—Rising Costs—Cash Positions—Status 
of Securities 





By J. G. DONLEY, Jr. 





F Mr. Hoover had not blue-penciled 
the market for raw sugar futures 
last year, it is likely that the la- 
test U-bodt exploits would have 

caused a tumbling of options similar to 
that witnessed on the New York Cotton 
Exchange on February 1, 1917, when the 
Huns announced “unrestricted submarine 
warfare.” 

But speculation in sugar is a thing of 
the past, and the sinking of three ships 
with 7,500 tons of sugar on board—al- 
though it may restrict the movement of 


the stockholder in American Beet Sugar, as 
this company. finances, to a certain extent, 
the farmers who raise the sugar beets, and 
is dependent upon the success of their ef- 
forts for its supply of raw material from 
which it produces refined beet sugar. The 
American Sugar Refining Company figures 
now principally as a refiner of cane sugar, 
buying the raw material wherever it can be 
obtained. But, as it has large stock holdings 
in various beet sugar concerns, it is also 
subject in a lesser degree to the same con- 
siderations that govern the beet sugar com- 


other cargoes—had principally a_ senti- 
mental effect upon those manufacturers of 
candy, soft drinks, etc., who must have 


pany. 


The Cuba Cane Sugar Corporation 
produces and sells the raw product as it 
comes from its mills. 


In its case trans- 








BEET ACREAGE 
1917-18 
Contracted 
35,249 


TABLE I 


Location 
Oxnard 
Chino 
Rovky Ford 
Las Animas 
Lamar 


29,599 
11,396 
11,620 
3,883 
6,500 
5,123 


68,121 


Harvested Contracted 


1918-19 
Planted 
11,271 9.205 
9,671 8,168 
8,308 
3,108 
5,298 
5,869 


43,525 








writhed in agony if they allowed them- 
selves .to think of such perfectly good raw 
material going to waste—sunk without a 
trace! These manufacturers of unessential 
products have just had their allowance of 
sugar cut down from 80 per cent. to 50 per 
cent. of the amount used prior to November 
1, 1917. 

Household consumers, by the order of 
June 22, have been limited to three pounds 
a month per person, and the Food Admin- 
istration has stated that it believes it will be 
possible, despite the lack of tonnage and a 
decrease in the amount of sugar expected 
from Cuba, to maintain the three-pounds- 
a-month ration. 

The sugar stockholder and the consumer 
of sugar have a mutual interest in the pro- 
duction outlook. Especially is this true of 


portation has become a factor of increasing 
uncertainty. 


American Beet Sugar’s Rising Costs 


In spite of a material increase in the 
domestic beet acreage in 1917-18, which 
seemed to warrant a sugar estimate of 
20,000,000 bags, unfavorable weather and 
labor conditions reduced the actual output 
of the American Beet Sugar Company to 
15,276,000 bags—the smallest since 1914. 
Lack of rains in southern California during 
the winter season resulted in diminution of 
the beet sugar crop there, and this loss 
along with a generally decreased acreage 
seriously impaired the company’s produc- 
tion. 

The prospects for 1918-19 are not at all 
good. Table I shows comparative beet 


(502) 











THREE IMPORTANT SUGAR STOCKS 


503 





acreage contracted and planted for the cam- 
paign of 1918-19, as compared with the 
campaign of 1917-18. 

The above figures reveal a large decrease 
in the acreage contracted for, and a very 
sharp decrease in the acreage planted, as 
compared with the acreage actually har- 
vested the previous year. Fixed prices for 
sugar, and hence a limit to the price that 
the refiner can pay the farmer for his beets, 
while there is practically no limit on the 
prices that may be obtained for other farm 
products, have apparently led the grower to 
turn to other food products. 

The accompanying graph showing the 
ups and downs of the ratio of operating 
expenses to gross sales indicates how widely 
variable Beet Sugar’s costs have been. So 
many factors enter into the item as com- 
piled in the graph that it is practically im- 
possible to reach the causes. It is sufficient 
to point out that before war taxes entered 
into the expense item, there was a rise from 
a little more than 74 per cent. in 1912 to 
more than 92 per cent. in 1914, from which 
level there was a drop to just above 70 in 
1916. 

American Beet Sugar has no 
debt. Before the war demand and the 
elimination of competition from middle 
Europe sent sugar prices skyward, its earn- 
ings record was very ordinary and its $15,- 
000,000 common stock never sold above 77 
—the high record of 1912. Dividends at 
an annual rate of 6 per cent. have been 
paid on the $15,000,000 6 per cent. non- 
cumulative preferred stock since 1900. 
Average annual earnings on this issue have 
amounted to more than 36 per cent. for the 
last ten years, while in 1914, the poorest 
recent year, slightly more than 9 per cent. 
was shown on the preferred. The preferred 
stock rests on a firm foundation of net 
tangible assets, and may be rated as a good 
industrial investment. 

Beet Sugar common, at present selling 
around 68, is up from a low level of 63 
last year. The balance sheet of March 31, 
1918, showed about 50 per cent. of par in 
net tangible assets after allowing par for 
the preferred stock and making a deduction 
of $15,000,000 for “good-will,” and this 
issue is consequently rather sensitive to cur- 
rent earnings. While the ten-year average 
figures are about 10 per cent. annually on 
the common, the amount available for div- 


funded 


idends dropped as low as 3.88 per cent. in 
1913, and was only a trifle more than 1 
per cent. ig 1914. Its dividend record has 
been erratic: 134 per cent. was paid in 
1911, 5 per cent. in 1912, 6 per cent. in 
1916, and 19% per cent., including extras, 
in 1917. The present rate is 8 per cent., 
and no extras have been voted so far this 
year. The management’s common divi- 
dend policy has been conservative, last 
year’s liberality having been fully warrant- 
ed by earnings results. 

As indicated by the operating ratio 
graph, Beet Sugar’s earning power is not 
a dependable quantity, and the common 
stock does not appear to be an attractive 
speculation, especially as the crop outlook 








AMER. BEET SUGAR 
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is not good and fixed prices preclude a fully 
compensatory price adjustment. Beet cul- 
ture requires more labor than any other 
agricultural pursuit, so that the labor sup- 
ply has become a matter of increasing diffi- 
culty and cost. The factory management, 
as a rule, undertakes to supply labor for the 
beet farmers in all districts. 
An important addition to earnings may 
come in time through the production of am- 
@monia and potash from the waste material 
of the mills. This season the company ex- 
pects to farm about 11,000 acres of alfalfa 
and other hay crops, and about 10,000 acres 
of barley, wheat, oats and other grain 
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crops. It maintains 1,273 acres of grazing 
land where livestock is prepared for fatten- 
ing at the feed pens at the factories. 

Table II shows the earnings on Beet 
Sugar preferred and common stock for the 
past seven years. 











TABLE II—AM. BEET SUGAR EARNINGS 
Preferred Common 
31.36% 8.46% 

6 3.88 


17.62 
1.01 

7.50 

14.30 

30.55 

10.58 








Beet Sugar’s balance sheet of March 31, 
1918, revealed a tendency just the opposite 
to that shown by the American Sugar Re- 
fining Company. Beet Sugar’s cash was 
largely absorbed into inventories, while 
liquidation of inventories gave American 
Sugar an extraordinarily strong cash posi- 
tion. As compared with $2,253,882 in un- 
sold sugar, stock in process, materials and 
supplies, in 1917, Beet Sugar had $4,348,- 
384 tied up in this manner in 1918, or an 
increase of $2,094,502, while its cash hold- 
ings decreased fully $3,133,122, standing 
at $1,702,229 at the close of the fiscal vear. 
But, at the same time, net working capital 
showed a large gain, amounting to $7,229,- 
030 in 1918, as compared with $6,579,779 
the previous year 


American Sugar Refining Accumulates 
Cash 


The most interesting recent development 
in the American Sugar Refining Company’s 
financial position has been the shifting of 
cash and inventories as related to net work- 
ing capital. These movements over a period 
of six years are graphically brought out in 
the accompanying line chart. During most 
of this period cash and inventories each 
amounted roughly to about 50 per cent. of 
net working capital. But in the last year 
cash was nearly doubled, while inventories 
shrank to less than half of the previous 
year’s total. During 1917 operating profits 
of $10,055,291 were made, and the year’s 
close saw only $9,142,075 carried in inven- 
tories, while in 1916 operating profits 
- amounted to $9,756,379, and inventories at 
the end of the year stood at $18,654,840. 


Meanwhile cash increased from $22,717 - 
454 in 1916 to $40,493,252 in 1917. 

These changes have been wrought by 
Government control of the raw sugar mar- 
ket. They have brought increased divi- 
dends to stockholders, and given something 
of the old-time speculative flavor to Amer- 
ican Sugar common stock, which for several 
years has offered inducements to investors 
only. 

Before the Government stepped into the 
raw sugar market, a large part of Ameri- 
can Sugar’s working capital was used to 
finance dealings in raws, and no small part 
of its profits came from forehanded opera- 
tions in this direction. When the war broke 
out, to show the other side of the picture, 
this practice laid the company open to a 
considerable loss on account of heavy com- 
mitments for forward delivery of refined 
sugar for which it had expected to provide 
covers in the raw sugar market. Raws 
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climbed too rapidly to permit covering ex- 
cept at a sacrifice, and the result was a 
draft of $905,557 on surplus for the pur- 
pose of paying common dividends in 1915. 

Stockholders have just been given a 
small slice of the excess cash holdings. On 
May 14, 1918, the directors declared four 
extra dividends of 34 of 1 per cent. each, 
to be paid the next four quarters, as fol- 
lows: July 2 and October 2, 1918; Jan- 
uary 2 and Apri] 2, 1919, ‘There is room 











for more, by reason of the cash position 
and because of increased income from in- 
vestments in such prosperous beet sugar 
concerns as the Great Western Sugar Com- 
pany. Income from investments totaled 
$3,129,949 last year, as compared with 
$1,627,650 in 1914, while these invest- 
ments were carried at only $24,782,541 in 
1917, as against $20,968,070 in 1914. 

There is another consideration which 
may open the way for another and more im- 
portant distribution.to stockholders of the 
American Sugar Company. A section of 
the income tax law provides that the undis- 
tributed income of a corporation, to be de- 
termined six months after the end of the 
taxable year, shall be subject to a tax of 
10 per cent. A recent ruling of the Internal 
Revenue Department places the burden of 
establishing a distribution in the current 
year, of profits of the preceding taxable 
year, on the corporation. Of course, the 
tax applies with equal weight to American 
Sugar’s portion of the undistributed income 
of companies in which it has important 
stock-holdings. 

There is $45,000,000 preferred and 
$45,000,000 common stock. American 
Sugar has no funded debt. The preferred 
stock is a 7 per cent. non-cumulative issue 
and has paid dividends regularly since or- 
ganization. Its well-seasoned investment 
character is reflected by its present market 
price—around 110. In 1916 it sold as 
high as 12334. 

With a record of 7 per cent. dividends 
paid for seventeen consecutive years, 
American Sugar common stock is also en- 
titled to a place in the industrial invest- 
ment list, which includes few junior issues. 
This was the record of the years from 1901 
to 1917, inclusive. In 1916, 6% per cent. 
was paid; from 1894 to 1899, 12 per cent. 
annually; in 1893, 22 per cent.; 1892, 9 
per cent., and 1891, 8 per cent. 

Reflecting the unsatisfactory earnings 
results of the years just preceding the war, 
when surplus was drawn upon to maintain 
dividends, American Sugar common stock 
has had a lower price range since the war 
began. In the four years, 1909-12, in- 
clusive, the high was 13634, and the low 
111%. From the beginning of 1913 to 
date, the high record has been 126}, and 
the low, 89. Around the present price— 
about 112—it is an attractive investment, 
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with distinct speculative possibilities. Cash 
on hand at the end of 1917 was equal to 
nearly $90 a share on the common stock, 
as compared with only a little more than 
$42 in 1914. 

Earnings have not been as consistently 
good as the dividend record. Table III 
shows results over a period’ of years. 


Cuba Cane a Big Enterprise 


The Cuba Cane Sugar Corporation is a 
very ambitious undertaking—and big 
things get under way slowly. 














TABLE III—AMERICAN SUGAR’S EARN. 
INGS 


Preferred Common 
22.61% 15.61% 
5.23 


20.09 





Some idea of its size may be had from 
the following comparison of its capitaliza- 
tion and operating profits for the past year 
with those of the American Sugar Refining 
Company: 
No. of Shares 
Preferred stock .... 450,000 
Common stock 450,000 


Oper. profits (1917) $10,055,291 


Cuba Cane 
500,000 
500,000 


$11,095,531 


Am. Sugar 


Comparison is made with the number of 
shares outstanding because Cuba Cane’s 
common stock has no nominal, or par value. 

Cuba Cane was incorporated on Decem- 
ber 31, 1915, under the laws of New York, 
with a perpetual charter, to engage in the 
business of owning and operating sugar 
plantations and factories in the Island of 
Cuba, as well as in the growing and grind- 
ing of sugar cane and producing raw sugar. 
In June, 1916, it acquired the properties 
of the Stewart Sugar Co. 

It has enormous property holdings, own- 
ing in fee 354,500 acres, and holding under 
lease, mostly for a long period, a total of 
552,700 acres. It also has contracts for 
the purchase of cane from the owners or 
lessees of large tracts of other lands tribu- 
tary to its mills. On these estates the com- 
pany operates seventeen fully equipped 
sugar mills, having a working capacity of 
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4,000,000 bags of sugar. The company 
owns and operates 490 miles of railway, 
with 106 locomotives and 3,094 cars for 
handling cane. 

Under vigorous management, rapid for- 
ward strides have been made. But its bal- 
ance sheet shows that it is not yet out of 
the period of financial growing pains, and 
reveals why its management has refrained 
from dividend payments on the common 
stock. Table IV furnishes comparisons of 
some of the pertinent items in the financial 
statements of two years of operation. 





TABLE IV—CUBA CANE SUGAR COR- 
PORATION. 
1916 1917 
Net Working Capital... .$4,717,541 $3,819,787 
Advances & Inventories.. 5,362,725 8,579,846 
Sugars on Hand 3,421,415 3,427,624 
Net Current Debt 5,620,531 9,233,838 
1,527,723 739,349 





Net current debt is the excess of bills 
and accounts payable over bills and ac- 
counts receivable, and represents an unde- 
sirable condition. Sugars on hand are 
valued at net sold prices, less shipping and 
selling expenses, and the amount represent- 
ed in this asset item may, therefore, be con- 
sidered as a partial alleviation of the diffi- 
cult situation as to current obligations. But 
the sugar item remained stationary, while 
net current debt increased fully $3,600,000 
in 1917. At the same time cash was cut in 
two and net working capital was lowered 
considerably, while an offsetting gain of 
more than $3,200,000 was made in ad- 
vances to plantations and inventories. 

While these comparisons are unfavorable 
at first glance, they are explainable and 
excusable as the outcome of an attempt to 
get going in a big way without establishing 
a funded debt. A few years of good earn- 


ings should bring things up on an even 
keel. 

Cuba Cane should be looked at in this 
light. It has the plant, and has demon- 
strated good earning possibilities in the 
two years of its existence. The $50,000,000 
7 per cent. cumulative, convertible pre- 
ferred stock around its present price— 
about 83—may be considered a business 
man’s speculative investment. In the event 
of unusual prosperity it may share to the 
full by conversion into the common, of 
which 500,000 shares are reserved for this 
purpose. 

The 500,000 outstanding shares of com- 
mon stock are at present selling around 32, 
as compared with a high record of 7634 in 
1916, and 55% in 1917. The low record 
last year was 247g. The present price has 
discounted everything in the way of past 
operating disappointments, and Cuba Cane 
common presents an attractive opportunity 
as a long pull speculation. If the company 
grows as it may be expected to grow, splen- 
did profits should accrue over a long period 
of years and dividends should not be far 
off. 

In the first year of operation, which in- 
cluded part of the profits of a previous 
crop season, $24.36 was earned on the pre- 
ferred, and $17.36 on the common. A de- 
creased production, due to a lower sugar 
content of the cane, brought earnings down 
to $14.63 for the preferred and $7.63 for 
the common, in the second year—1917. 

The sugar stockholder and the sugar 
consumer have a mutual interest in the pro- 
duction outlook, but there is this difference: 
curtailed production may react upon the 
price-fixing policy and bring about a higher 
price level in order that a greater output 
may be stimulated. Thus the sugar stock- 
holder may find his position bettered, while 
the sugar consumer can only look around 
for substitutes if his needs are not covered. 








SCHWAB AS A POLITICIAN 


In a recent speech dealing with his work in connection with the Emergency Fleet Corpora- 


tion, Charles M. Schwab made the following political confession: “I"ve never taken 
ae except to vote and line up inconspicuously with the party of my choice. 


ad time for it. 
ears ago. 


I never made but one political speech. 
I urged the election of the Republican ticket. 
or the first and only time, I believe, since the Civil War. 


art in 
I haven't 
It was over at Braddock thirty 
The town then went Democratic 
I decided that practical politics 


wasn’t my field and clung thereafter to business.” 




















Pierce- Arrow Increases Its Business 


Remarkable Earnings of Original 


Company — Great 


Increase in Sales—Position of Preferred and 
Common Stocks 





By J. H. WESTCOTT, Jr. 





VOLUTION in the motor car in- 
dustry has been from pleasure 
, Jew to trucks. A more stabilized 
— production has resulted, addi- 
tional profits have gone into the pockets of 
stockholders and future prosperity seems 
more assured. Pierce Arrow took the lead 
in the production of high grade trucks and 
few companies have kept pace with it. 

Not one in a thousand companies has 
met with the extraordinary success of the 
original Pierce Arrow Motor Car Company, 
which was incorporated on January 20, 
1909, to manufacture high class passenger 
cars. It soon acquired the reputation of 
turning out one of the best built cars in 
America. Its output supplied a substantial 
demand and in 1912 the company sold 
2,451 cars. However, in 1913, sales de- 
creased to 1,993 cars. A substantial im- 
provement occurred in 1914 when 2,239 
were sold. The remarkable increase of 
sales to 4,665 cars in 1915 resulted from 
the high regard in which the cars were held 
and sales of 4,623 in 1916 showed that the 
1915 record was not a temporary one. 


Remarkable Earning. Power 

Net profits were extraordinary even for 
a company manufacturing its class of cars. 
They averaged $1,615,600 a year from 
July 1, 1910, to December 31, 1914, and 
the per car profit was about $730. This 
car profit was increased to $900 in 1915 
and 1916 when net earnings rose to $4,- 
381,000 and $4,070,259, respectively. 
Based on its capital stock issue of $1,500,- 
000, earnings were over $250 a share ($100 
par) a year in these years. Total net earn- 
ings for six and one-half years to Decem- 
ber 31, 1916, amounted to $15,725,971, 
a yearly average of $2,419,380. But 
even these earnings appear more remark- 
able when it is taken into consideration 
that the company had accumulated a de- 
preciation reserve of $1,334,662. One can 
hardly wonder that annual dividends aver- 
aging 50.59 per cent. were paid between 


July 1, 1909, and December 5, 1916. This 
left a surplus of $9,000,000 on December 
1, 1916. 

The present company was practically a 
reorganization of the original one and cap- 
italized its surplus. Incorporated on De- 
cember 2, 1916, the total capitalization was 
100,000 shares of 8 per cent. cumulative 
preferred stock of $100 par value, and 
250,000 shares of common of no par value. 
This has not been changed. It started with 
no bonded indebtedness and none has been 
incurred since. Cash to the amount of 
$16,500,000 was received for its capital 
stock, part of which was to be used to re- 
deem $1,250,000 bonds of the original 
company and the balance for the purchase 
of all its outstanding stock. 

The original company had laid its plans 
with an eye to future requirements and de- 
velopment. Its buildings had been con- 
structed of reinforced concrete and had a 
floor area of 1,243,329 square feet. Its ex- 
tensive and modern plant covered over 23 
acres of land, adjoining the tracks of the 
New York Central Railroad at Buffalo, 
New York. But this acreage was not suf- 
ficient and the present company bought 62 
acres of tundeveloped land adjacent to the 
New York Central Belt Line and 17 acres 
adjoining its present plant. 

The company also owns 4,100 feet of 
standard gauge railroad track, which con- 
nects the plants with tracks of the New 
York Central Railroad. Wooden plank 
roads, connecting all of its buildings, allows 
for the rapid handling of stock and parts 
by means of small electric trucks. The 
company employs 8,000 men, and 600 of 
the original force have either volunteered 
or have been drafted. 

The plant is not an assembling proposi- 
tion. The company manufactures its own 
motors, bodies, wheels, and all other parts 
of its cars and trucks, except accessories. 
The price of the car is now $6,500, an in- 
crease of $1,000 over that of 1917. Its 
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5-ton motor truck sells for $5,250 and the 
2-ton one at $3,750. 

It was fortunate that Pierce Arrow 
had developed a high grade truck which 
stands up under the severe usage re- 
quired by our Army. Those turned out for 
the Allied governments were satisfactory, 
and when we entered the war, Pierce Ar- 
row had the necessary facilities to make 
thousands annually. So Government or- 
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ders were taken and much of its present 
capacity is required to fill them. 


Continued High Earnings 


The business has continued to show large 
earnings, even in the face of a decrease in 
pleasure car production. This curtailment 
was made in conformity with the desires of 
our Government. A very large expan- 
sion occurred in its business, and gross 
sales in all departments climbed to $32,- 


565,908 in 1917 as compared with $18,- 
687,287 in 1916. 

This increase of 75 per cent. appears 
more remarkable when it is taken into con- 
sideration that it was accomplished with 
an increase of only $5,157,729 in the com- 
pany’s inventory or less than 53 per cent. 
over the preceding year. In order to turn 
out its increased production, the company 
found it necessary to erect new buildings 
of 100,000 square feet floor space and in- 
stall mew machinery and other factory 
equipment. But its plant investment ac- 
count increased only $988,037 or less than 
23 per cent. over that of 1916. Another 
favorable factor is shown by the fact that 
its present large inventory was only partly 
due to business expansion, as the higher 
cost of material entered into it and trans- 
portation difficulties last fall prevented a 
substantial decrease because of the non- 
delivery of some of its output. Nor did 
the company find it necessary to issue bonds 
or short term notes, as its banks advanced 
sufficient cash for inventory obligations. 

Orders and Earnings 

Unfilled orders on hand on January 1, 
1918, amounted to 5,098 trucks and cars 
as compared with 1,343 on January 1, 
1917. The company’s net manufacturing 
profits for 1917 amounted to $4,791,274 
after deducting depreciation charges of 
$487,559 and were in line with those of 
its predecessor company. However, $1,- 
161,802.29, equal to $4.50 a share on its 
common, was set aside for excess profits and 
income taxation. Pierce Arrow also re- 
ceived $10,200 as dividends on the $51,000 
par value of the stock in its sales company, 
the Pierce Arrow Pacific Sales Corporation. 
Net earnings applicable to dividends for 
1917 were $3,598,747, equal to $11.19 on 
its common stock. 

Dividends of 8 per cent. on its preferred 
stock and $2.50 a share on its common were 
paid in 1917. The surplus for the year 
amounted to $2,173,747.62 and _ totalled 
$2,415,962 on January 1, 1918. Manu- 
facturing profits have kept up well in 1918 
and amounted to $1,231,867 for the first 
quarter after deducting $1,094,684 for de- 
preciation and all charges, including a pro- 
portionate share of excess profits taxes. 


Market Action 
The stock was listed on the New York 
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Stock Exchange in June, 1917. The high 
for its preferred was 98% in August, 1917, 
and the low was 88 in November, 1917. 
However, sales had been made previously 
on the New York Curb at a high of 109 in 
December, 1916, and a low of 101 in April, 
1917. The high for its common stock on 
the Stock Exchange was 43% in March, 
1918, and the low was 25 in December, 
1917. The common also sold on the Curb 
at a high of 65 in November, 1916, and a 


chase of preferred or its redemption at $125 
a share. The stock has also some specu- 
lative possibilities because of its converti- 
bility into the common share for share, but 
it cannot be reasonably expected that such 
conversion feature will be attractive for 
some years to come. The preferred stock 
appears to be a desirable investment at any 
price under par, even at the current high 
rates of interest. 

As a speculative investment, the common 








COMPARATIVE CONDENSED BALANCE SHEETS AS OF DECEMBER 31 


Assets: 


Property account (after reserves for depreciation) 


Patents and trade marks 
Bond redemption fund 
Investment in sales company 
Inventories 

Notes and accounts received 


Miscellaneous investments and accrued interest. . 


Cash 
Liberty bonds 
Deferred charges 


Liabilities: 
Preferred stock 
Common stock 
Capital surplus 
First mortgage bonds 
Bank loans 

Accounts payable 
Wages accrued 
Customer’s deposits 
Accrued interest 
Accrued taxes 


DD gues huinintinwighanenactuienset cd 


1915 1916 1917 


Old company 


$3,250,694 $4,437,172 
6,234 6,234 
1,287,500 
40,000 
9,680,057 
1,450,928 
43,322 
1,463,676 


New company New company 
$5,425,204 
6,234 


40,000 
14,837,786 
3,665,633 
86,463 
1,192,697 
634,991 
195,905 


$26,084,913 


40,000 
5,847,421 
1,153,180 

216,100 
2,505,092 





$18,408,889 


$10,000,000 
1,250,000 
4,081,596 
1,250,000 


$10,000,000 
1,250,000 
4,081,412 


5,141,533 
1,914,403 


1,161,802 
2,415,963 


$26,084,913 


242,215 
$18,408,889 


9,069,976 





$13,025,311 








low of 3734 in May, 1917. 


Position of Stocks 


Backed by $12,000,033 excess of current 
assets over current liabilities, equal to $120 
a share, $5,431,438 in fixed assets, equal 
to an additional $54 a share, by average 
earnings of the new and predecessor com- 
panies of more than three times interest re- 
quirements for the last seven and one-half 
years and by no issue of bonds, the pre- 
ferred stock has many qualities ascribed to 
first class bonds. Its position is somewhat 
strengthened by a provision that a sum 
equal to cash dividends paid on the com- 
mon stock over and above $5 a share must 
be set aside as a sinking fund for the pur- 


stock has features to recommend it. Its net 
tangible asset value is about $30 a share, 
while its average earning power, based 
upon seven and one-half years’ earnings, 
was $7.10 a share. Earnings for the last 
three years show an average of over $12 a 
share a year on the present capitalization. 
During the pre-war period, when there was 
a much smaller capital and plant invest- 
ment, the average was $3.26 a year. There 
does not seem to be much reason to expect 
that its future earning power will fall 
below this latter average even under the 
most adverse conditions that are at all 
likely to occur. At around 40 the stock 
does not appear to have fully discounted all 
the favorable factors in the situation. 
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ATLANTA, BIRMINGHAM & ATLAN- 
TIC—Revenues—Total operating revenue 
for four months ended April 30, 1918, were 
$1,381,836, as compared with $1,278,034 in 
same period of 1916; net operating income 
was minus $13,660, as compared with $189,250. 


BALTIMORE & OHIO—To Raise 
$20,000,000—To meet obligations that ma- 
ture in immediate future and finance im- 
provements suggested by Government, com- 
pany proposes to raise new funds. Company 
filed application June 18, with State Public 
Utilities Committee of Ohio asking permis- 
sion to issue $20,000,000 of 5 per cent. bonds 
to be sold or pledged as occasion arises. 
Road’s requirements have been placed before 
Railroad Administration and it is expected 
that Government will conte to its relief. Ma- 
turities in July alone total approximately 
$18,000,000 but company has not formulated 
any definite financial plan, preferring to wait 
on Government. 


BOSTON & MAINE—Wins Hampden 
Suit—Verdict in favor of company was 
ordered in Superior Court in suit brought by 
Hampden Railroad Corporation for $3,798,000, 
for alleged breaking of contract to accept 
lease of new railroad from Bondsville to 
Athol Jct. Direction of verdict for defendant 
did not import that court found there was 
fraud on part of Ralph D. Gillette of West- 
field, who was president of Hampden Rail- 
road. Case will go to the Supreme Court for 
final determination. 


CANADIAN NORTHERN — Expects 
Government Provision for Maturing Notes 
—On July 10 next there falls due $3,000,000 
secured 6 per cent. notes and $2,700,000 one 
year 6 per cent. notes. Bankers believe they 
will be taken care of by Canadian Government 
in that Canadian Northern is now entirely 
Government-owned. $60,000,000 par of stock 
owned largely by Mackenzie-Mann interests 
has been arbitrated as worth $10,800,000 and 
these interests, it is said, have agreed to ac- 
cept that award. In Government's budget 
covering fiscal year to end March 31 next, 
there is authorized loan not exceeding $25,- 
000,000 at rate of 6 per cent. to be used to 
meet expenditures made or indebtedness in- 
curred in paying interest on securities or pay- 
ing maturing loans of Canadian Northern. 


CHIC., BURLINGTON & QUINCY— 
Revenues—Operating revenues for first 
four months of 1918 amounted to $40,879,322, 
as compared with $37,630,401 in same period 
of 1917; operating income was $7,780,422, as 
compared with $11,678,017. 


CHICAGO & NORTH WESTERN— 
Income Decreases—Total operating rev- 
enues for first four months of 1918 amounted 
to $32,457,919, as compared with $30,756,193 
in same period of 1917; operating income was 
$1,309,829, as compared with $5,318,613. 


CLEVELAND, CINCINNATI, CHI- 
CAGO & ST. LOUIS —Improvements— 
Arrangements have been completed for vari- 
ous improvements to cost about $10,000,000. 
Betterment program has sanction of Rail- 
road Administration and involves establish- 
ment of important addition to property which 
will make it more efficient. About $5,000,000 
will be spent for double tracking while $500,- 
000 will be put into new freight yard at Cin- 
cinnati. Roundhouse and engine terminal at 
Galion, Ohio, will cost about $1,000,000. This 
program is one of first to be undertaken since 
Railroad Administration arranged for 
amounts that the roads will be allowed for 
extension and maintenance. 


DENVER & RIO GRANDE—Fuel 
Company Sold—Right, title and interest in 
100,000 shares in Utah Fuel of par value of 
$10,000,000 was sold by sheriff of New York 
County. Sale was conducted under protest 
of Bankers Trust, acting as trustee for first 
and refunding mortgage bondholders of the 
Denver & Rio Grande. William Salomon was 
only bidder. He bid $4,000,000, on behalf of 
Western Pacific, which has 95% interest in 
$38,000,000 judgment secured by Equitable 
Trust, as trustee of old Western Pacific first 
mortgage bonds. Remaining 5% interest 1s 
held by old Western Pacific first mortgage 
bondholders who did not join in reorganiza- 
tion. 


ERIE—Seeks Bond Issue—Company filed 
with Public Service Commission, Second Dis- 
trict, application for an order authorizing it 
to issue $12,500,000 6% series B bonds under 
mortgage dated December 1, 1916. It is said 
that $7,000,000 realized from bonds are to be 
applied to cost of additions, betterments and 
improvements and $5,500,000 to reimburse 
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company’s treasury. It is necessary to spend 
large sums for improvements and betterments 
in order to extend and improve service. Mat- 
ter has been taken up with Director-General 
of Railroads. 


FLORIDA EAST COAST—Income De- 
creases—Total operating revenues for first 
four months of 1918 were $3,590,711, as com- 
pared with $3,328,032 in same period of 1917; 
operating income was $1,589,570, as compared 
with $1,670,454. 


GRAND TRUNK WESTERN—Deificit 
—Total operating revenue for first four 
months of 1918 was $2,804,606, as compared 
with $2,805,397 in same period of 1917; oper- 
ating income was minus $367,052, a surplus 


of $329,547 


GREAT NORTHERN—Increased Rev- 
enues—Total operating revenues for first 
four months of 1918 were $24,168,935, as com- 
pared with $23,347,557 in same period of 1917; 
cperating income was minus $535,263, as com- 


pared with $3,973,909. 


GULF, MOBILE & NORTHERN— 
—Gross Increases—Total operating rev- 
enue for first four months of 1918 was 
$731,497, as compared with $671,231 in same 


period of 1917; operating income was $132,687, 
as compared with $163,299. 


KANSAS CITY SOUTHERN—Net In- 
creases—Gross operating revenue for first 
four months of 1918 was $6,529,213, as com- 
pared with $5,315,781 in same period of 1917; 
operating income was $1,881,674, as compared 


with $1,818,589. 


MISSOURI, KANSAS & TEXAS— 
Schaff to Be Retained—It is officially an- 
nounced in St. Louis that C. E. Schaff will 
continue to serve as receiver for system and 
associated railways. 


NEW YORK CENTRAL — Receives 
Permission to Issue Notes—Order granted 
by Public Service Commission Second Dis- 
trict, was supplemented so as to permit Rail- 
road to pledge $8,550,000 face amount 15-year 
444% equipment trust certificates for two ad- 
ditional years. Railroad Administration has 
appropriated in excess of $800,000 for de- 
velopment and enlargement of shops near 
Jersey shore. Improvements will include new 
machinery, equipment and power plants. 


NEW YORK, NEW HAVEN & HART- 
FORD—Sale of Trust Certificates—J. P. 
Morgan & Co. and other bankers have made 
arrangements for sale of $3,420,000 6% equip- 
ment trust certificates which will provide the 
bulk of required funds for purchase of equip- 
ment costing $4,756,000. 


PENNSYLVANIA RR.—New Freight 
Records—New records for movement of 
freight are being recorded daily on system. 
Company states that in twenty-four hours 
ended midnight, Sunday, June 16, last, a total 





of 3,326 cars passed Edgemere, Del., on Phila- 
delphia, Baltimore and Washington Railroad, 
which is southern division of system. It also 
stated that east and west movement on main 
line continues high. Daily counts made at 
Columbia, Pa., show an average of 8,462 cars 
daily for the first sixteen days of June. Pre- 
vious record was in May, when daily move- 
ment was 7,511 cars. 


PITTSBURGH & WEST VIRGINIA— 
Earnings From Coal Expected to Show $10 
—Concentration of holdings of company’s 
common and preferred has been going on in 
Baltimore and Pittsburgh, due to realization 
that this property is on road to permanent 
large earnings. Nothing definite has been 
done by Government looking to control of 
road. Company through its ownership of the 
entire $14,000,000 capital stock of the Pitts- 
burgh Terminal Railroad & Coal Co. is as- 
sured of earnings sufficient to show a large 
return on common. Based on lowest estimate 
of what Government would pay for operation 
of the road, Pittsburgh & West Virginia can 
pay nominal interest charges and 6% dividend 
on its preferred, leaving earnings received 
from coal property “clean velvet” for common. 


PHILADELPHIA & READING—Ship- 
ments—Bituminous coal shipped in April, 
1918, were 1,880,287 tons, comparing with 
1,768,592 tons in 1917. 


SAN DIEGO & ARIZONA—Application 
to Execute Mortgage—Made application to 
Railroad Commission for authority to execute 
mortgage securing $12,000,000 6% bonds, due 
July 1, 1957. It asks authority to issue $8,000,- 
000 of bonds, and also $5,826,800 of 7% cumula- 
tive preferred. Company desires to issue $2,- 
979,055 of preferred stock to Southern Pacific 
and $2,847,799.68 to J. D. Spreckels and his 
brother in payment of equivalent amount of 
indebtedness for advances made by Southern 
Pacific and the Spreckels, respectively, prior 
to Oct. 1, 1916. Of bonds company proposes 
to issue $2,654,930.80 to Southern Pacific and 
$754,325 to Spreckels for advances made. 


VICKSBURG, SHREVEPORT & PA- 
CIFIC—Report—Operating revenues _in- 
creased in last six months of 1917 by $223,662, 
or 22.28%, and operating expenses $111,590 
or 18.08%, and taxes $58,925. Net operating 
revenue increased $53,147. Accounts include 
$71,975 for internal revenue and excess profit 
taxes. Passenger revenue shows increase of 
$82,267, including local travel, $55,896, and 
through travel, $26,371. Freight revenue ex- 
ceeded that of previous six months by $136,245. 
Principal increases are in grain, cotton, live 
stock, lumber, mineral oil, machinery, vehicles, 
manufactures and merchandise. Track work 
has been restricted to ordinary repairs by 
extreme shortage in labor. Large increases in 
cost of fuel, material and wages have been 
partially offset by increase in the volume of 
traffic, and expenses have absorbed 59.37% of 
gross revenue as compared with 61.48% in 
corresponding period last year. 
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ACME TEA—Record Sales and Net 
Earnings—Sales for 1917, were $24,540,855, 
gain of $6,226,118, or 34%, largest gain for 
any year. Increase was due to high price 
of foodstuffs last year. Net return on each 
dollar was 4.48 cents, as compared with 
3.40 cents in 1916 and 3.55 cents in 1915. 
Increasing profits meant a gain of $265,- 
000 in net earnings on 1917 sales. 


ALLIS-CHALMERS—Unfilled Orders— 
Are approximately $29,000,000 which repre- 
sents reduction of about $1,000.000 from 
those of March 31. They exceed by about 
— largest gross of $26.129,317 in 
1917. 


AMERICAN HIDE & LEATHER— 
Plan Back Dividends By Stock Distribu- 
tion—Plan for readjusting capitalization is 
under consideration. It is proposed to 
commute 117% back dividends on preferred 
stock by giving 64 shares of 7% cumulative 
preferred to holder of 100 shares of pre- 
ferred now outstanding. Contemplates re- 
tirement of all bonded indebtedness. Out- 
standing common would remain unchanged. 
Plan would not increase authorized capital- 
ization. On capitalization of $21,000,000 
preferred and $11,500,000 common, Ameri- 
can Hide would fare well, provided good 
earnings continued. It would save about 

,000 now accruing- annually for bonds 
in sinking fund. Earnings are running at 
rate of 000,000 a year after all taxes, 
equivalent to 7% on preferred and about 15% 
on common stock. 


ARMOUR—Plan of Stock Issue Changed 
—Fifty million dollars additional common 
stock will not be issued, according to F. W. 
Croll, treasurer. He corrected report that 
amount of additional common to be author- 
ized would be $100,000,000, and amount of 
cumulative 7% preferred which will be au- 
thorized will be limited to $60,000,000, or 
just sufficient to provide for conversion of 
new debenture bonds. This amount of 
new stock to be authorized will be $110,- 
000,000. With $100,000,000 common now 
outstanding. this will increase authorized 
capital to $210,000,000. 


ATLANTIC, GULF & WEST INDIES 
—Liquidating Value—According to balance 
sheet of company, common has a book 
value of $250 share, if we include item of 
$41,704,991 in good-will account, taking 
marine equipment at company’s valuation 
of $24,499,562. A year ago, company had 
313,254 dead weight tons of shipping which, 
at current prices, is probably worth more 
than $62,650,000 or $200 a ton. Earnings 
should be most gratifying to stockholders 
especially in view of sharp reduction in 
earnings reported by International Mer- 
cantile Marine for 1917. 


CORN PRODUCTS — Initial Common 
Dividend Outlook—It is the object of 


management to build up some value around 
common before taking any action looking 
toward an initial dividend. Company has 
outstanding $49,777,333 of common and 
$29,826,867 preferred, $6,943,800 bonds are 
outstanding. Working capital is $20,222,- 
864, equal to $45 share on preferred. 
Earnings up to 1916 were not large and 
were 0.37% in 1913, 0.41% in 1914, 3.36% 
in 1915 and 8.03% in 1916 on common. In 
1917 surplus was 18.60% on common, but 
this was before charging back dividends of 
$4,225,000 on preferred. All arrears have 
been cleared up. 


CRUCIBLE STEEL—Subsidiary to 
Construct Furnace—Pittsburgh Crucible 
Steel, subsidiary of Crucible, will under- 
take construction of 500-ton blast furnace. 
It will be located at Midland, Pa., and will 
eliminate prevailing disparity between pig 
iron output of company and its open hearth 
steel capacity. Company now produces 
over 400 tons pig iron a day. Another im- 
provement undertaken by the Pittsburgh 
Crucible will be construction of ninety by- 
product coke ovens. 


GASTON, WILLIAMS & WIGMORE 
—Net Income $10.63 a Share—Report of 
company for year ended April 30, 1918, 
showed net income of $3,188,727, equal to 
$10.63 a share which, although having no par 
value, is carried on books at $40 a share 
During year company wrote off $1,751,309 
of Russian business. This brought net to 
$1,437,318, or $4.79 share. Dividends of $1,- 
275,000, or $4.25 a share, were paid, and 
$23,487 added to the surplus account, total 
surplus $1,432,418. Gross business done by 
export and import branch was $57,537,991. 
Unfilled orders, April 30, was $16,727,942. 


GENERAL MOTORS—Purchase—Com 
pany has acquired site of 105 acres in 
northwestern part of St. Louis on which 
it will equip an assembling plant and factory 
for automobile bodies. Factory buildings 
to be constructed will cover 4 acres, and 
cost several millions of dollars. 

INTERNATIONAL AGRICULTURAL 
—May Pay Arrears—Directors decided to 
refer to finance committee consideration of 
plan for payment of accumulated dividend 
on preferred. There are 38% per cent in 
dividends due. Finance committee is to re- 
port at next meeting in July. Several plans 
have been considered, one calling for lump 
sum payment through issuance of new 
securities, while another involves periodical 
cash payments against arrears along with 
resumption of regular dividend. 

INTERNATIONAL PAPER—May Go on 
Higher Rates—Last year earned, after tax 
deduction, about $7.50 ton on 390,179 tons 
of newsprint paper produced. Its average 
profit on higher grades of paper was prob- 
ably $20 to $25 a ton. There exists tre- 
mendous demand for paper of these higher 
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grades. Consequently rearrangement of 
production schedules to accord with this 
price-fixing policy would be logical out- 
come. It bases its stand that $3.10 hundred 
pounds for newsprint is inadequate on in- 
creased costs both actual and prospective. 
Demands from labor may increase manu- 
facturing costs $8 ton. Increased freight 
rates add $2 ton, and it is, expected that the 
cost of wood will be 30% or 35% more. 
Newsprint capacity is 1,200 tons daily, and 
600 tons daily of other grades. 


MIDVAL E—Operations—Midvale is 
largest rifle producer in United States. It is 
turning out 45,000 rifles a week, 60% of our 
present weekly production of 74,000 rifles. 
At opening of Spring, Midvale’s daily rifle 
production at Remington plant was about 
4,000 rifles a day. Before Summer is well 
under way, it will probably have doubled 
Spring output. Midvale is guaranteed 
stipulated profit by Government in addition 
to reimbursement for all special expendi- 
tures and will have no such terrific deprecia- 
tion charges to make on rifle account as it 
set up in 1917. Earnings of Midvale thus 
far this quarter have been running trifle 
ahead of the first three months or at rate 
of better than $4 a share on outstanding 
shares. 


NEW YORK SHIPBUILDING—Naval 
Construction—During past year company 
launched fifteen vessels, of which nine were 
merchant steamers, four car floats and balance 
constituted important construction for Navy 
Department. Of merchant tonnage, five 
steamers were delivered. 


RAILWAY STEEL SPRINGS—Earn- 
ings Continue Large—Big Equipment 
orders are being placed by Government 
with more to come. Company is largest 
producer of springs and other accessories 
for cars and locomotives, and will be great- 
ly benefited by orders for its products. 
Plants are operating at capacity. Last 
year net of $4,307,680 was equal to $24.91 
share against $13.07 in 1916. Spring’s per- 
centage of earnings continues large because 
company’s profits_are not subject to same 
stringent regulations which govern per- 
centage of profit of car builders. 


REPUBLIC IRON .& .STEEL—Book 
Value High—At close of last year company 
reported excess current assets $28,100,000 
and property account as $73,757,000; total 
$102,000,000. Subtract $25,000,000 of pre- 
ferred and $15,400,000 bonds, balance $61,- 
600,000, equal to approximately $230 a share 
on common. It has working capital of 
$28,121,000, and has expended for new con- 
struction more than $35,000,000. Iron ore 
holdings on Dec. 31 aggregated 114,626,781 
tons, of which 45,000,000 tons were north- 
ern ore. Coal reserves exceeded 140,000,000 
tons. 


STEWART-WARNER SPEEDOM- 
ETER—Record May Sales—Sales for May 
largest for that month in history of company, 
and were it not for some modifications being 
made in way of work being done for Govern- 
ment business would have shown largest 


volume for any month since the organization. 
Plants are operating at 90% of capacity, with 
night forces engaged on some classes of work. 


STUDEBAKER—$10,000,000 Shell Order 
—Company has secured a Government 
order for shells aggregating $10,000,000. 
The company is assured of a repeat order 
which will aggregate about same amount. 
Assuming that the repeat order is filled, 
shell orders bring Studebaker’s war business 
to $35,000,000. Only $15,000,000 less than 
Studebaker’s entire business last year, in- 
cluding both automobile and war orders. 


UNITED STATES RUBBER—Report 
—Company makes following report as of 
Dec. 31, 1917. Cash and debts receivable 
$27,648,823; surplus $600,352; reserves $8,- 
818,889; accounts payable $51,018,058, and 
total assets and liabilities $218,563.099. 


VIRGINIA-CAROLINA CHEMICAL— 
Earned $14 a Share—Earnings up to end of 
May were at annual rate of $14 a share on 
ownae after taxes, compared with $10.92 
in 1917. 


WESTINGHOUSE ELECTRIC—Acqui- 
sitions—Purchased the property, business 
and good will of the Krantz Mtg. Co., Brooklyn, 
N. Y., manufacturer of safety and semi-safety 
electrical and other devices, such as auto-lock 
switches, distribution panels, switchboards, 
floor boxes, bushings, etc. The supply depart- 
ment of the Westinghouse Company will act 
as exclusive sales agent for the products of 
the Krantz Mfg. Co. whose business will be 
continued under its present name. H. G. 
Hoke, of the Westinghouse Electric & Mfg. 
Co. will represent the supply department at the 
Krantz factory. 


WILLYS-OVERLAND — Large Car 
Order—Received orders for 5,021 cars. 
Largest single day’s business ever booked 
for any period other than New York show 
week. Company has twice advanced prices 
this year, but effect has stimulated sales, 
notwithstanding number of models is being 
reduced. Subsidiaries are all handling an 
enormous amount of business originating 
with Curtiss Aeroplane and other Govern- 
ment contracts. 


WOOLWORTH—May Sales $8,331,101 
—Sales of this company in May amounted 
to $8,331,101, an increase of $740,506, or 9.76 
per cent, over the corresponding month a year 
ago. For the five months ended May 31, last 
the sales aggregated $36,708,993, a gain of 
$3,138,564, or 9.35 per cent over the cor- 
responding period in 1917. The corporation 
now owns 1,000 retail stores. 
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Ohio Cities’ Deceptive Decline 


A Utility Which Is an Oil Company—lIts “Decline” Ana- 
lyzed—Dividends Which Sap Vitality—Is It an 
Investment? 





By VICTOR DE VILLIERS 


HEN Ohio Cities Gas was selling 
at 135 in May, 1917, we came to 
the conclusion that this price ma- 
terially discounted increased earn- 

ings, and that a large amount of stock was 
in weak hands. 

From the beginning of 1917, Ohio Cities 
Gas had loomed on the speculative horizon 
as an issue full of promise for sensational 
performances in the near future. The recol- 
lection of the recent 1916 boom, the former 
high prices for Ohio Cities Gas and other 
war-prosperous industrials, were factors 
calculated to stimulate the imagination to 
fever-heat. In addition, so many bullish 
advices were disseminated from responsible 
quarters on Ohio Cities Gas, and contem- 
porary journals took such a distinctly con- 
tradictory stand against our May, 1917, 
conclusion, that we were not surprised at 
the storm of protest which our article 
aroused. 


Market Appraisal vs. Market Price 


Ohio Cities.Gas of June, 1914, was a 
different proposition from the same com- 
pany of June, 1917. Still another year in 
its career has only served to bring about a 
further change in its corporate identity. In 
the overlooked intermediate changes lurks 
the elusive nigger in the woodpile, whose 
subtlety has completely fooled a number of 
wise market observers. 

The public utility concern of 1918 is a 
“public utility” in name only, since about 
90 per cent. of its activities are now natural 
gas and oil operations. The ten per cent. 
public utility end of its business is but a 
side issue. 

When the company paid a dividend of 
1% per cent. on $2,510,500 of its outstand- 
ing shares in June, 1914, it was an average 
“small-town” utility enterprise, carrying on 





business along the well-known conventional 
lines. Like the Cities Service Company the 
company “got into oil” by accident. En- 
gaged in distributing natural gas to several 
towns in Ohio, with production of a few 
hundred barrels of oil incidental to the 
sinking of wells in the search for natural 
gas, it acquired acreage in the Cabin Creek 
district of West Virginia to increase its 
supply. The search for natural gas result- 
ed in the development of the Cabin Creek 
district into one of the great oil finds in 
the already famous Appalachian field, and 
transformed Ohio Cities Gas into an oil 
company. Subsequent acquisitions of oil 
holdings were the finishing touches in its 
transition. 

With a change of business followed a 
succession of changes in capitalization. By 
September, 1914, the outstanding capitali- 
zation had about doubled to $5,183,600, 
and this was followed by successive rapid 
increases, substantially as follows: Decem- 
ber, 1914, $6,281,200; June, 1916, $7,- 
633,800; March, 1917, $9,025,150; June, 
1917, $10,000,000, and August, 1917, to 
the present approximate outstanding cap- 
italization of $35,000,000. 

Not only were the actual number of 
shares increased in the period, May, 1917, 
to date, from around 400,000 to nearly 
1,500,000, but the funded indebtedness of 
subsidiaries had jumped from about $3,- 
000,000 to around $7,000,000. 

It follows that when the 400,000 shares 
of Ohio Cities Gas sold around 135 in 
May, 1917, the market valuation of the 
company on this quotation was approxi- 
mately $60,000,000, including the funded 
debt. The present ruling quotation under 
40 for its approximate 1,500,000 shares is 
the equivalent of $60,000,000. Adjust- 
ments for funded debt, temporary fluctua- 
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tions in market price, and exact arithmetic 
would perhaps cause a variation of 
$5,000,000. 

In other words, Ohio Cities Gas as a 
complete enterprise is still selling at about 
the same relative market appraisal, al- 
though not at the same market price. 


Exhausting Dividend Requirements 


The common stock reported outstanding 
on March 31, 1918, totaling $36,750,000, 
or 1,470,000 shares of a par value of $25 
each, is only part of an authorized issue of 
$100,000,000, or 4,000,000 shares. Assum- 
ing that no more than 1,500,000 shares of 
common stock will be issued in the near 
future, the current dividend of $5 a share 
will require an annual payment of $7,500,- 
000. 

If the company should decide to pay the 
dividends in scrip—which is not a remote 
contingency—the drain upon its vitality 
will be only slightly diminished, since cap- 
ital obligations will increase even if the 
day of reckoning is postponed. 

An illustration of how the momentum in 
capital increase gains with each succeeding 
act of liberality in the way of dividends, 
is shown by the table herewith, taken from 
the actual record of Ohio Cities Gas’ ex- 
pansion: 


Ohio Cities’ Growing Dividend 
Requirements 

Com.stock Cash or 
Qu’rtly Approx. Scrip. 
Div’dnd Outst’ndg Dividend 
June 1%% $2,510,500 $31,381 
June 6,293,800 78,672 
June 633,800 152,676 
June 10,000,000 625,000 
June 35,000,000 1,750,000 

Requiring dividends at the rate of $7,000,- 
000 a year, Ohio Cities Gas has expanded, 
in our judgment, without a corresponding 
tendency to increase its earning power to 
adequate proportions which will justify 
such an expanded capitalization. 

The interests of stockholders would now 
best be served by conserving cash without 
any increase on the debt side of the balance 
sheet. No oil company ever attained dis- 
tinction by making a great display as a 
“dividend-payer,” and the policy of the 
Standard Oil group may well be studied by 
Ohio Cities Gas and other promising young 
oil companies with their careers ahead. 


It is‘almost unnecessary to add that Ohio 
Cities Gas is paying its present liberal div- 
idends out of “war earnings,” when it 
should be harvesting the hay while the sun 
shines. Moreover, “war earnings” do not 
seem to be sufficiently extraordinary to 
provide a very liberal margin of safety to 
insure permanence, as the following tabula- 
tion shows: 

Paid 
in Divi- 
dends 


$5.25 

*9.75 
4.81% 

76.25 


*With stock dividend. 

tStock dividend and full year estimated. 

While payments in any current year are 
made out of current and past earnings it 
will be observed that the company has al- 
lowed itself but little leeway to add to sur- 
plus out of accumulated earnings. As an 
example of this, against a present regular 
dividend of 20 per cent. requiring $5 a 
year, the earnings for the fiscal year ended 
March 31, 1918, were at the rate of 30.31 
per cent. or $6.70 a share, which would 
leave a surplus of only $1.70 a share. De- 
ducting the special dividend of $1.25 paid 
February 1, 1918, this surplus is again re- 
duced to 45 cents a share, if the dividend 
program for 1918 is observed as scheduled. 


Cheerful Optimism 


During the past three years officials of 
Ohio Cities Gas have been cheerful op- 
timists if one may judge from the policy of 
revaluation, recapitalization, and all- 
around generosity in every business trans- 
action which has been undertaken for 
stockholders. 

On January 31, 1917, certain oil prop- 
erties, plants and equipments carried at a 
valuation of about $9,500,000 were re- 
appraised and the valuation raised to 
around $50,000,000. As a result the sur- 
plus of the company was increased from 
$2,600,000 to $44,000,000 on the appraise- 
ment figures, and a capital increase of 
$25,000,000 followed, raising the total out- 
standing supply of common stock from 
$10,000,000 to about $35,000,000. 

If such optimism were consistent it 
could be better understood. We find, how- 
ever, that in acquiring the various utility 
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companies which it brought under its con- 
trol the Ohio Cities Gas did not place such 
a cheerful valuation on its own shares since 
every exchange was made to the very great 
advantage of the stockholders of the utility 
companies. In the case of five of them, the 
preferred stocks of the utilities were ex- 
changed at par, while in the case of the 
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Columbus Gas & Fuel Company, the 
Columbus Oil & Fuel Company, and the 
Dayton Gas Company, their common stock 
was exchanged in the ratio of about four 
shares of Ohio Cities Gas for each share in 
the utility enterprises. Although all the 
acquired stocks in the public utility com- 
panies were carried in the balance sheet of 
Ohio Cities Gas at a trifle under $12,000,- 
000 as at March 31, 1917, there was no 
ground for enthusiasm on the score of earn- 
ings. In our opinion, the utility stockhold- 


ers are to be congratulated, since their com- 
panies showed a net earning power of only 
5.4 per cent. on total capitalization, and 
5.2 per cent. on plant valuation, as carried 
by the utility companies. In the income 
account for the six months ending Novem- 
ber 30, 1917, these earnings had shrunk to 
about 3 per cent. 

Still more optimism is shown in the pur- 
chase of a controlling interest in the Pure 
Oil Company in June, 1917. Paying $21,- 
949.623 or $24.50 a share for 895,903 
shares of Common stock of the latter, having 
a par value of $5, these same shares were 
quoted between 2556 down to 1934 in 1917. 
We are informed by officials of another 
prominent oil company that its bid of 
around $13,000,000 for the Pure Oil Com- 
pany, based upon a similar valuation, “fell 
through” when the Ohio Cities Gas Com- 
pany came forward with its offer of over 
$20,000,000. 

It should be added that the Pure Oil 
Company was war-prosperous and took ad- 
vantage of war prices to sell out. Its earn- 
ings for 1914 were $1,763,146; for 1915, 
$3,612,391; and for 1916, $4,476,426. It 
paid no dividends on its common stock 
from June, 1914, to March, 1916. There- 
after it distributed 110 per cent. in 1916 
and 10 per cent. in 1917. It remains to be 
seen whether the Pure Oil properties will 
show a consistent earning power of say 15 
per cent. on $22,000,000 over a period of 
normal years after making allowance for 
depletion, depreciation, and conservative 
reserves. 


Other Properties and Position 


A good deal of the increase in capitali- 
zation, and a very liberal proportion of 
past earnings has gone into other premising 
properties. Its Gunsberg & Forman prop- 
erties, consisting of about 26,500 acres of 
oil-bearing land and other acquisitions in 
the Nowata, Cushing and Healdton fields, 
give it about 424,531 acres of oil and gas 
lands, 2,600 producing oil wells with an 
average daily production of about 13,000 
barrels. It also has 70 gas wells with an 
average daily flow around 50,000,000 cubic 
feet, 2,300 miles of pipe lines, 60 pumping 
stations, five refineries, which include the 
Ardmore Refining Company’s plant at Ard- 
more; Oklahoma, and the International 
Refining Company’s plant at Cushing, Ok- 
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lahoma. The refining capacity of plants is 
reported to be about 20,000 barrels daily. 

The company also has six casing-head 
gasoline plants, with a daily output of 
24,000 gallons, tankage capacity for 3,000,- 
000 barrels, 43 distributing stations, 789 
tank cars and several barges. 

Ohio Cities Gas is, therefore, not only a 
complete cycle in the industry, but also one 
of the largest independent oil companies in 
the United States. 

Through its public utility activities its 
oil and gas drilling, gas distributing, and 
pipe-line companies it takes in a diversified 
business which may operate as a set-off to 
some extent during a period of depression 
in the oil industry. We emphasize, how- 
ever, that the salvation of the company lies 
in the complete development of its oil busi- 
ness not only to pay the present or other 
reasonable dividends on its common stock, 
but to justify its present capitalization, and 
an outlay of well over $30,000,000 last year 
for the producing, refining and distributing 
end of its oil business. 


Encouraging Features 


Gross earnings for the fiscal year ending 
March 31, 1918, totaled $39,929,135, but 
expenses of $25,141,258 reduced the op- 
erating income to $14,787,877. Deductions 
totaled $4,927,781, which included Federal 
income and excess profits taxes of $1,772,- 
640, and depreciation of $2,208,896. The 
latter item is noteworthy since no similar 
deduction was made in the previous fiscal 
year. The balance of $9,860,096 available 
for dividends and surplus was equivalent 
to $6.70 per share on the common stock, 
compared with $8.70, $2.30 and $1.92 in 
the three preceding years. Such balance 
was used to pay $473,866 on the $9,002,- 
100 5% per cent. cumulative preferred 
stock of $100 par value, and a dividend of 
$5,960,612 for the cash dividend require- 
ments on the outstanding common stock. 

The surplus of $3,425,618 out of these 
earnings was added to the adjusted surplus 
of $44,991,201, which came about through 
the upward revision in assets, and the net 
result after other deductions was a profit 
and loss surplus of $46,165,539 for the 


vear 


Current assets total $14,965,016 against 
current liabilities of $4,576,712, leaving 
$10,146,473 in working capital, of which 
$3,412,640 represents cash, compared with 
$1,968,778 in cash last year. Government 
bonds and realizable assets would add a 
further $1,000,000 to the company’s liquid 
cash position. This feature is very satis- 
factory. 

A further good feature in an otherwise 
disturbing situation is the fact that the 
company has latterly shown a disposition 
to expend out of its earnings between $3,- 
000,000 and $4,000,000 annually for new 
acreage and development work, and to 
charge this to “expenses.” A few years of 
such bookkeeping will add greatly to stock 
equities, and deflate the excesses of war 
enthusiasm. 


Conclusion 


Earning around 30 per cent. on a basis 
of record prices for oil, compared with div- 
idend requirements of 20 per cent., which 
call for an annual disbursement of roundly 
$7,000,000, the common stock should not 
be purchased with the idea of receiving an 
income of 13.2 per cent. indefinitely. 

The shares of many companies, which 
have not suffered from undue capital ex- 
pansion during war times, which show bet- 
ter ability to maintain a $5 dividend on a 
basis of sustained earning power, are sell- 
ing at a more attractive level. 

While Ohio Cities Gas is not yet an in- 
vestment, as an oil speculation it may even- 
tually overcome the handicap of large cap- 
italization by development of its excellent 
oil holdings and growing business, since 
the outlook for the industry is not yet 
dimmed by nearby unfavorable factors, in 
the opinion of the best judges. 

Marketwise, the shares have passed 
through a long period of distribution, liqui- 
dation, and some re-accumulation from 
weak into stronger hands. Although dis- 
inclined to rally much, the technical posi- 
tion favors some advance. The graph will 
show that the shares have not declined ab- 
normally considering market conditions; 
hence, are not on the bargain counter when 
examined under the microscope rather than 
the magnifying glass. 











Brighter Skies For Consumers Power 


Earnings Increase—Company’s Current Liabilities—Invest- 
ment Rating of Stocks and Bonds 





By IRVING GILLIS 





ARNINGS of Consumers Power 
iE have decidedly turned for the bet- 
Fie) ter. The company’s steam plants 
— had their troubles last winter in 
securing coal, and as to quality, anything 
that looked black was coal. 

December was a dark month for Con- 
sumers. While revenues increased $74,158 
over December, 1916, operating costs, in- 
cluding taxes, increased $136,516. A dif- 
ferent story is shown by the April figures, 
which have recently arrived. Gross shows 
an increase of $50,192 operating expenses, 
and taxes, a decrease of $1,177, as com- 
pare with the previous April, and an in- 
crease after fixed charges of $14,153. Net 
earnings for the 12 months ended April 30 
were only $157,856 under the correspond- 


Consumers’ hydro-electric properties. 

Consumers Power is really the keystone 
of the Consolidated Power, Railway and 
Light system, and supplies a large mileage 
of street and interurban railways in Michi- 
gan, besides electric light and power in a 
wide U-shaped belt of Michigan, with the 
base near the lower State line. Included in 
the territory served are more than 600,000 
persons and such cities as Grand Rapids, 
Kalamazoo, Flint, Jackson and Battle 
Creek. 

The company has outstanding $11,250,- 
000 common stock. It is on a 6 per cent 
basis, requiring $675,000 per annum, but is 
all owned by the Commonwealth Power, 
Light & Railway, so there is no public in- 
terest in this issue. Then there is $10,015,- 








INCOME FIGURES—CONSUMERS’ POWER 
(Calendar Years.) 


1913 
$3,155,214 


Gross Earnings 
1,440,658 


Net Earnings 

Fixed Charges, Rentals 
and Amortization ..... 

Balance for Pfd. Divs... . 

Preferred Dividends .. 


729,931 
710,727 
318,500 


and Com. Stock Divs. .. | *3.92% 


1914 
$3,415,403 
1,907,094 


817,919 
1,089,175 
357,000 
Balance for Replacements { 392,226 { 732,175 
71.32% 


1917 
$5,775,371 
2,372,818 


1916 
$4,747,201 
°2,504,334 


874,291 


1915 
$3,902,069 
2,265,503 


850,509 
1,414,994 1,630,042 1,451,222 
404,375 463,750 567,773 

{ 1,010,619 1,166,292 883,449 
9.62% 10.89% 7.76% 


921,596 


*Percentages figured on amounts of common outstanding, increasing from $10,000,000 in 1913 


to $11,259,000 at the end of 1917. 
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ing year previous, so last winter’s abnormal 
difficulties have been about outlived. Con- 
sumers has laid in as much coal as possible 
and naturally hopes that next winter will 
not be a second record breaker. 
Fortunately, a large part of Consumers’ 
capacity is hydro-electric, some 101,000 out 
of 201,000 total hp. All the plants are tied 
up into one system, so that danger from lo- 
cal difficulties is minimized. Some 51,000 
hp. of hydro-electric capacity has just been 
completed, and you see herewith the first re- 
production of a photograph of one of the 
new plants, which is typical, by the way, of 
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500 6 per cent cumulative preferred. The 
preferred as well as all the rest of the capi- 
talization, has been authorized by the Mich- 
igan Railroad Commission. The preferred 
has paid full dividends since the organiza- 
tion of the company in 1910. Aside from 
the first $3,750,000 set up at the time the 
original properties were turned over to the 
corporation, all the preferred stock brought 
in par in cash to the treasury of Censumers 
Power. Any discount arising from market- 
ing the.stock has been absorbed by the Com- 
monwealth. 

Besides the stock, Consumers Power has 
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$1,839,500 underlying liens, $16,850,000 of 
First and Refunding 5s due 1936 and 
$4,000,000 two-year notes due July 1, 
1919. The notes are secured by $5,333,000 
of the First and Refunding 5s. The First 
and Refunding 5s are, including new in- 
stallation, a first mortgage on 130,000 hp. 
of development, besides a first lien on im- 
portant undeveloped water rights and a sec- 
ond lien on the remainder of the property. 
The preferred stock is quoted at 80-85, 
compared with around par, maintained for 
several years. The First and Refunding 5s 
are quoted 86-90, and the two-year notes 


amount. Current assets, including about 
$600,000 in materials and supplies, figure 
at a little over $1,750,000. 

Such a position is fairly typical of pub- 
lic utilities these days, and unfortunately 
Consumers Power seems to have about 
reached its limit in issuing bonds and notes 
ranking with those outstanding secured on 
its present property. 

With half-way decent fortune, Consumers 
Power should be able to continue present in- 
terest and preferred dividend disbursements 
indefinitely. Commonwealth Power needs 
the $675,000 annually from the Consumers 

















Junction Dam, Big Manistee River, Michigan 





9614-99. These prices just about represent 
ruling quotations for public service securi- 
ties of the better grade. 

Surely as fam as earnings are concerned, 
the disbursements on Consumers Powers pre- 
ferred stock, as well as on the bonds and 
notes, seem unquestionably secure. Earn- 
ings have consisténtly expanded, capitaliza- 
tion has increased. 

Rates for service are low. For example, 
light at retail is 9 cents a kwh. maximum, 
.and ranging to 6 and 3 cents for domestic 
purposes. Increases in power charges 
amounting to about $500,000 per annum 
have recently been allowed, and this in- 
crease has scarcely had time to affect the 
monthly income statements. 

However, there are two sides these days to 
construction such as Consumers Power has 
been obliged to undertake. The recent com- 
pletion of plants has left the company with 
over $2,000,000 current liabilities, not 
counting accrued accounts of sizable 


Power common, and so has every incen- 
tive to see the preferred dividends con- 
tinued. In normal times enlargement of 
the preferred issue is the logical means of 
financing a good part of capital require- 
ments, so the investment standing of the 
preferred must be maintained if future is- 
sues of preferred are to attract the public. 

Consumers Power is one of the best of the 
electric properties, but present conditions 
bring difficulties in financing requirements 
which have borne heavily on some of the 
most prosperous public utility companies. 
A huge general public utility financing cor- 
poration, such as recently has been pro- 
posed, would benefit Consumers Power, 
along with a host of other properties. 

Taking conditions as they are, about all 
that can be concluded definitely in these 
trying times is that only a small part of 
one’s funds should be placed in securities of 
the character typified by Consumers Power 
preferred. 











Public Utility Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





AMERICAN TEL. & TEL.—Arranging 
Financing—Expected that new issue will 
take form of $40,000,000 convertible bonds. 
Official announcement is expected shortly. 
Most recent financing was an issue of $40,000,- 
000 one-year 6% notes in February of this 
year. Of proceeds of that issue $18,500,000 
was used to pay off notes which matured 
between Feb. 1 and Feb. 18. Balance about 
$21,000,000 cash, was used to reimbtirse com- 
pany for capital expenditures incident to meet- 
ing war requirements of Government. 


BAY STATE ST. RY.—Fare Increase— 
Public Service Commission announced that it 
will approve fare increases on which it is 
estimated will produce $1,671,000 additional 
revenue per annum. Recent wage increases 
call for $750,000 more per annum, so that net 
increase to road will be $921,000. 


BROOKLYN RAPID TRANSIT—Plans 
to Meet Notes—Officially announced that 
plan for providing funds to meet $57,735,000 
note issue maturing July 1, has been agreed 
upon may be expected in near future. Bank- 


ers were in conference with interests indenti- 
fied with company and while no details were 
made public, it was stated that obligation will 


be met. It is understood that Kuhn, Loeb & 
Co. will head syndicate which will announce 
terms upon which notes are to be refunded. 
Strength in notes on Stock Exchange were 
taken as an indication that negotiations were 
proceeding satisfactorily. They advanced 
from 96% to 98% and closed at 97%, compared 
with Wednesday’s last sale at 96%. Stock 
after selling as low as 42% closed at 44. 


DUQUESNE LIGHT—Demand for 
Electric Energy—War conditions have 
brought about unprecedented demand for 
electric energy which compelled operation 
of generating plants to capacity. Output of 
energy for 1917 was 605,723,652 k. w. h., 
compared with $493,763,151 k. w. h. in 
1916. Coal is big item which swelled operat- 
ing expenses. Approximately 900,000 tons of 
coal were consumed, which increased fuel 
costs by $1,800,000. Cost of labor increased 
from 30% to 40%. Unusual increase in manu- 
factures resulting from war demands made it 
necessary to make immediate expenditures of 
$2,000,000 for plant improvement. Govern- 
ment has approached management in regard 
to building new power station, and offer is 
now being considered and may be undertaken 
under Federal supervision if it will not be 
necessary to assume operating liability for 
property if the plant should be idle after war. 


KINGS COUNTY LIGHTING—Pro- 
test Against Grant—Was filed June 12, in 
Supreme Court by Deputy Attorney-General 
against granting petition for authority to use 
$265,000 now held in trust by Empire Trust. 
This money was ordered deposited by court 


pending determination to set aside 80c. gas 
law in regard to Kings County which supplies 
gas in 30th Ward of Brooklyn. 


LOUISVILLE GAS & ELECTRIC— 
Sells Bond Issue—Issue of bonds to syndi 
cate of bankers was sold, proceeds will be 
used to pay off $9,563,000 first and refunding 
mortgage five-year 6s, which mature on July 
1 next. Bankers are offering $10,500,000, Ist 
and refunding mtge. gold 7s, dated June 1, 
1918, due June 1, 1923, at 98 and interest yield- 
ing about 74%. -Redeemable in whole or in 
part on any interest payment date to and in- 
cluding June 1, 1920, at 103 and interest, there- 
after to and-including June 1, 1921, at 102 and 
interest, thereafter to and including June 1, 
1922, at 101 and interest, and on Dec. 1, 1922, 
at 100 and interest. Coupon bonds of $1,000, 
$500 and $100 denominations, with privilege 
of registration as to principal. Bonds are 
secured in opinion of counsel, by first lien, sub- 
ject only to $3,119,000 Louisville Lighting 1st 
5s, which are first mortgage on property 
formerly owned by that company. Ist and re- 
funding mortgage 7s, will be secured by first 
lien on more than 75% of entire property. 


NEW YORK RAILWAYS—Hearing on 
Proposed Sale—Public Service Commission 
will hold hearing on application to purchase 
and acquire property and franchises of Central 
Crosstown R. R., one of its subsidiaries which 
it has operated heretofore under lease. Com- 
pany owns kighth street line running between 
the Christopher and East Tenth street ferries 
and part of its routes are also used by 14th 
and 23rd street lines. ‘Crosstown company 
defaulted. in a payment of principal and in- 
terest upon $2,235,000 of 5% collateral notes 
in 1912 and the Guaranty Trust bid in bonds 
to face value of $2,473,000 which it has held 
as collateral for notes. Subsequently Cross 
town company defaulted in the payment of 
principal and interest on these bonds and 
foreclosure suit was begun on May 16, last, 
order of foreclosure was entered and property 
is to be sold by Lyttleton Fox as referee. 


UNITED RYS. CO., ST. LOUIS—War 
Finance Loan—War Finance Corporation 
has executed contract by which it advanced 
$3,235,000 upon note payable Dec. 1, 1918, with 
7% interest. Note is secured by $800,000 of 
3%4% Liberty bonds, and by entire issue of 
$3,500,000 first mortgage 6% bonds of Union 
Depot Railroad of St. Louis, maturity of which 
has been extended from June 1, 1918 to De: 
1, 1918. Latter bonds are first lien on prop 
erty in St. Louis, comprising about on 
seventh of entire-mileage of United Railways 
Based upon valuation recently placed by the 
Missouri P. S. Commission upon property, 
property covered by the motrage is more 
than double amount of advance made by War 
Finance Corporation. 
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MINING AND OIL 








The Houston Oil Mystery 


Its Astonishing Rise—“Good” Character of the Buying— 
Rumor Factory Busy—Facts About Company’s 
Oil Developments 





By JAMES SPEED 





YSTERY is as necessary to stock 
| ML price manipulation as the black 
velveteen curtain is to the necro- 
mancer who levitates his reclining 
subject until the latter.swims in the air, 
without apparent means of support, before 
the awestruck spectators. The astonishing 
rise of Houston Oil is about as juicy a 
morsel of mystery as the Street has had to 
roll under its tongue for many a moon. 

Starting from a low of 12 in late 1917, 
the stock rose rapidly to about double its 
par value. Then after stopping to take 
breath it made another leap into the early 


oe 


forties. For about six months it flickered 
up and down without apparent direction or 
purpose, and then on the same sort of buy- 
ing that had put it up originally, advanced 


to a high of 86% per share. This would 
seem to be a pretty fair price for a com- 
pany which in the last four years has 
shown as record earnings 2.11 per cent. 
on the common stock. At the high price 
of 86 Houston’s common stock had a mar- 
ket valuation of $17,200,000 as contrasted 
with a market valuation of $2,400,000 for 
the 200,000 shares of common stock when 
the latter was selling around 12. What 
had occurred to increase the valuation of 
the common stock nearly $15,000,000 in 
less than six months’ time? 


Rumor Factory Busy 

In regard to Houston Oil there are two 
distinct schools, one that regards the stock 
of little intrinsic value and the other which 
considers it has tremendous potentialities. 
Of both it must be said tHat they have 
strikingly little in the way of facts on which 
to base their conclusions. One financier 
will tell you that Houston Oil “isn’t worth 
a nickel,” and another prominent banker 
will venture the opinion that $200 a share 


is the least one may reasonably expect to 
see it reach. The crop of rumors which 
accompanied the rise in the issue was un- 
usually prolific. Stories that a mysterious 
well flowing thousands of barrels daily had 
been drilled, carefully “capped” and in- 
truders kept out by means of a barbed wire 
barricade, were rife in conjunction with 
other tales that the company’s borings had 
come to naught. 

The following is a sample of some of 
the bull rumors: 


“During the last few days stories have 
been heard on the Curb that the company 
was to be merged with a big independent 
and that a well ‘greater than Cerro Azul’ 
(Mexican Petroleum) had been brought 
in on its acreage in Texas.” 


On the other hand, the Oil Trade Jour- 
nal, a reliable publication with more than 
the usual facilities for obtaining the facts 
of the situation, called attention to the fact 
that the Republic Production Co., which 
is doing the actual drilling, owns a half 
interest in Houston’s oil rights and says: 


“It follows that if oil is discovered on 
the 800-acre tract the Houston Oil Co., 
with its top-heavy and inflated issue of 

of common stock, will benefit 
no more than the Republic Production 
Co., a subsidiary of the American Repub- 
lics Corp., which latter company has only 
$3,000,000 of common stock and $500,000 
of preferred stock issued, or subscribed, 
for. If the supposed strike has added 
$7,000,000 of market value to Houston Oil 
stock it naturally should add an equal 
amount to the value of American Repub- 
lics stock. 

“But there is this difference. Houston 
Oil stock is being manipulated and Ameri- 
can Republics is not. The latter company, 
owning through its subsidiaries some 2,700 
bbls. daily of Humble production; 2,500,- 
000 bbls. of Humble oil in steel storage 
(and the tanks); a half interest in the 
Petroleum Refining Co. (the other half 
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THE HOUSTON 


OIL MYSTERY 





owned by the Galena Signal Oil Co.), 
operating a modern refinery on the Hous- 
ton ship channel; pipe lines, leases, etc. ; 
and having on hand, according to current 
reports, some $1,000,000 in cash, is a going 
oil concern. With assets of over $9,000,- 
000 and practically no liabilities except- 
ing its $3,500,000 of outstanding stock 
and about $2,800,000 of bonds issued by 
subsidiary companies, the book value of 
its stock, without taking into account one 
dime of walue for the supposed oil dis- 
covery on the Houston Oil Co.’s 800-acre 
tract, is not far from $200 a share. 

“Yet this stock can be bought today at 
a figure representing its book value. One 
would think if $7,000,000 of value had been 
added to Houston oil stock the same 
amount would be added to American Re- 
publics, as this company would profit just 
as much as would Houston Oil from the 
supposed discovery. That would put 
American Republics to around $400 a 
share. But no such thing has happened.” 


$20,000,000 common stock, $8,947,600 
preferred stock, par $100, and $4,768,597 
timber certificates, all outstanding, giving 
the company a total capitalization of up- 
ward of $33,000,000. Houston’s 800,000 
acres of land are scattered throughout ten 
counties in Texas and one in Louisiana, 
and the standing, yellow-pine timber, which 
to date has furnished by far the greater 
part of the company’s revenue, was esti- 
mated in October, 1916, to contain more 
than three billion feet. In addition, the 
company owns oil lands in the Corsicana 
field and in the Saratoga district, Texas. 
Last year the company produced only 120,- 
000 bbls., so it is evident that its oil opera- 
tions so far have been insignificant. In 
1901 Houston made a stumpage contract 
with the Kirby Lumber Company for the 





1913 
Rec'd from Kirby Lumber 
Oe. cncanotekesennstas $1,406,250 
Total Receipts ........... 1,504,836 
Deducting 


$749,190 
659,408 


Balance 


Preferred Dividends .... 


$89,781 
0.45% 


Balance for Common.... 
Earned on Common..... 


HOUSTON OIL’S EARNINGS. 
1914 
$1,406,250 


1,540,671 
658,003 


$882,668 
659,408 


$223,260 
1.11% 


1917 


$1,562,500 
1,724,693 
629,426 


$1,095,267 
671,949 


$423,319 
2.12% 


1916 


$1,445,312 
1,611,933 
625,554 


$986,379 
671,950 


$314,429 
1.57% 


1915 


$1,406,250 
1,513,333 
613,121 


$900,212 
669,240 


$230,971 
1.15% 








Amidst such a sea of conflicting state- 
ments the investor has little opportunity of 
determining what is dry land. 


Character of Buying 


One point which the investigation con- 
ducted by THE MaGazineE oF WALL 
Street developed, and a point on which 
all are agreed, is that the buying of 
Houston stock is of the “best character.” 
The orders came from some of the biggest 
and most conservative houses on the Street, 
in connection with which one often hears 
the name “Standard Oil” mentioned. 
Speaking of the action of the stock, a di- 
rector of the company said to the writer: 
“It is evident that some person or persons 
are willing to risk a large sum of money 
on the company’s prospects.” 

So much for the mystery, now for the 
facts. 

The Houston Oil Company was incor- 
porated in Texas, July 1, 1901. It has 


sale of its yellow pine by which the latter 
is obligated to take a minimum of 250,000,- 
000 feet of pine annually until July, 1911; 
281,250,000 feet per annum forthe next 
five years, and thereafter 312,500,000 feet 
per annum at $5 per 1,000 feet. The table 
which accompanies this article shows 
Houston’s earnings for the last five years. 


Enter J. S. Cullinan 


In 1916 the company sold the fee simple 
of its lands, including all minerals, other 
than oil or gas, and all growth thereon 
other than the yellow pine necessary to 
fulfill the company’s contract with the Kirby 
Lumber Company, to the Southwestern 
Settlement and Development Company at a 
purchase price of $6,739,563, payable out 
of the proceeds of the sale and development 
of the properties, all surplus so realized to 
be held in trust for the owners of the pre- 
ferred and common stocks of the Houston 
Oil Company. 
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In the same year Houston sold to the 
Federal Petroleum and the Republic Pro- 
duction Company, two concerns controlled 
by one J. S. Cullinan, of Houston, Texas, 
an undivided interest half in all the min- 
eral rights, including oil and gas, of the 
Houston Oil Company and the Southwest- 
ern Development Company. The terms of 
the sale provided for the payment of $1,- 
500,000 to the Houston Company. The 
expense of drilling for oil and whatever 
profits were derived therefrom, were to be 
divided equally between Houston and the 
Cullinan companies. 

A word about J. S. Cullinan, of Houston, 
Texas. 

J. S. Cullinan, formerly president of 
the Texas Oil Company, was the man who 
put that concern on the oil map. He made 
a fortune in Texas, and selling out, re- 
invested in other properties. He made a 
second fortune by selling out those holdings 
to the Galena Signal Oil Company. He 
has been described to the writer as an “oil 
wizard” and the man with the “best nosé 
for oi] in the United States.” 

Mr. Cullinan’s operations in 800 acres 
of Houston’s lands, situated in Liberty 
county, Texas, have been the center of all 
the excitement about Houston Oil. It is 
known that he has sunk a well some 4,000 
feet, but just what he discovered is not 
known. The entire 800 acres where the 
Cullinan drills are at work have been en- 
closed by a barbed wire stockade, but this, 
as explained by one in close touch with the 
company, is for the purpose of keeping 
out intruders and squatters rather than to 
conceal operations. 

The same authority made the statement 
that no big well had as yet been tapped. 
and Mr. Cullinan on his last visit to New 
York is reported as saying that a 100- 


barrel-a-day well is the best that has been 
produced so far. But on the other hand, 
Mr. Cullinan is continuing his operations 
in the stockaded area and Houston stock 
continues to hold most of its big market 
advance. 

The drilling of oil wells is an expensive 
process and one might remark in passing 
that experienced and successful oil opera- 
tors are not given to the habit of putting 
down many holes in grounds where the 
first well proved “dry,” unless they have 
the strongest kind of encouragement for 
later success. 


The Prospects 


J. S. Cullinan, of Houston, Texas, and 
his operations in the 800 barbed-wire-en- 
closed acres of Houston’s property in Lib- 
erty, Texas, is the key to the Houston 
situation. According to a reported state- 
ment by Mr. Cullinan and to other reliable 
reports no big well has as yet been struck. 
But the experienced oil man is able to judge 
from indications his chances of success 
long before the valuable fluid commences 
to gush from the ground, and Mr. Culli- 
nan’s continuance of operations in that 
district coupled by the market action of the 
stock and the character of its buyers are 
not without great significance. 

It is obvious to any Wall Street tyro that 
Houston has not. climbed to its present 
market heights on any past showings of 
earnings and, therefore, pending an author- 
itative statement in regard to oil findings, 
the issue must be considered as very much 
of a speculation at present prices of around 
73. But the possibilities of large profits 
more than compensate for the possibilities 
of loss, according to the judgment of those 
who are buyers of the stock and are in 
closest touch with the situation. 








WHY KEENE 


SUCCEEDED 


Whatever laurels James R. Keene won as operator or syndicate manager, 


do not detract from his reputation as a Tape Reader. 


His scrutiny of the tape 


was so intense that he appeared to be in a trance while his mental processes 


were being worked out. 


tions down to the finest imaginable point. 
Exchange, ascertain the character of the buying 


phone to the floor of the St 


He seemed to analyze prices, volumes and fluctua- 


It was then his practice to tele- 


or selling, and with this auxiliary information, complete his judgment and 
make his commitments.—Studies in Tape Reading.* 


*For sale by Tue Macazine or Watt Sreeer. Price $3.06 postpaid. 

















Oil Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell. 





CUMBERLAND PIPE LINE—Declared 
6% Dividend—Payable July 15 to stock of 
record June 29. Announcement does not say 
whether payment is an extra or semi-annual 
dividend. They have been paid around Dec. 
15 and were annual payments. From 1914 to 
1916, inclusive, annual dividends were $5 and 
last December rate was increased to $10. 


GALENA SIGNAL — Stock Offering — 
$4,000,000 8% new preferred stock, at par, to 
shareholders of record June 29, in proportion 
of one share for every five shares held. Pres- 
ent capitalization consists of $20,000,000, com- 
prising $2,000,000 8% old preferred, $2,000,000 
8% new preferred, and $16,000,000 common 
stock. ’ 


GLENROCK —To be Piped — Midwest 
Refining has contracted to take oil production 
of Glenrock in Pilot Butte field in Wyoming. 
Pipe line 30 miles long with capacity at the 
start of about 2,000 barrels a day is being built 
by Illinois Pipe from Riverton to that field, 
and it is expected will be in operation within a 
few weeks. From Riverton crude oil will be 


transported to Midwest’s refinery at Casper. 
Pipe line is expected to assure Glenrock mar- 
ket for its production. 


GULF COAST OIL—Brings in New 


Well—On June 11, at Goose Creek, Gulf 
Coast, and Crown Oil Refining brought in 
their No. 17 Gaillard which was making 1,800 
barrels a day. 


ISLAND OIL—Application to List Cer- 
tificates—Company has applied to the New 
York Stock Exchange to list $22,500,000 voting 
trust certificates for common stock. L. G. 
Huntley, oil geologist, has been elected pres- 
ident. Mr. Huntley was formerly with United 
States Bureau of Mines and is credited with 
locating Island Oil’s gusher at Tepetate. 
Island Oil is now loading the 75,000-barrel 
tanker Irish for Atlantic Refining. 


METROPOLITAN PETROLEUM — 
Committees United—Suits—Two protective 
committees had been consolidated. Consists 
ot Howard Wilson, Charles C. Matchett, 
Dwight E. Potter and David U. Paige. Alvin 
Brockmeyer is secretary. Steps are beiriy 
taken toward litigation against Island Oil 
and individuals who, it is stated, profited 
through the transfer of properties of the com- 
pany. The transfer of valuable oil rights and 
pipe line concession of the Corporation to the 
Island Oil was in violation of vested rights of 
stockholders, for which relief should be sought 
without further delay. Equitable Trust of 
New York, as trustee, June 13. began attach- 
ment proceedings in Supreme Court against 
Metropolitan to recover $1,378,000, alleged to 
be due on trust agreement executed on Jan. 
15, 1916, by defendant and delivered to trust 
company, as trustee to secure issue of 20-year 
6% gold debentures, amounting to $3,000,000, 


dated Jan. 1, 1916, and payable Jan. 1, 1936. 
On July 2, 1917, defendant defaulted in pay- 
ment of interest. 


MID-CONTINENT PETROLEUM — 
To Offer Notes—Syndicate is about to of- 
fer new short term loan of $3,000,000 first 
mortgage 5% serial gold bonds. They mature 
serially in quarterly payments, beginning Nov. 
15, 1918, to 1921, and will be. offered on basis 
to yield 8 to 844%, according to maturity. 
The loan is first mortgage on property con- 
sisting of producing wells of 75,500 barrels 
per day. 


MIDWEST REFINING—Contract for 
Oil Production—Of Glenrock in Pilot Butte 
field in Wyoming. From Riverton crude will 
be transported to Midwest’s refinery at Cas- 
per. Glenrock has spent considerable in the 
development of its properties in the last year 
or so, from which earnings will now begin. 


OHIO OIL—Dividend Date Changed— 
Future dividends will be paid on last day of 
each quarter instead of 20th day of March, 
June, September and December as heretofore. 


OKLAHOMA PRODUCING — Well 
Brought In—Of 200 barrels on 3,800 acre 
tract in Kansas. It is planned to drill this 
acreage extensively. Atlas Petroleum, which 
drilled well, has half interest in it. 


PIERCE OIL—Net for Five Months 
$1,150,000—Net -earnings now are three 
times larger than year ago and they have 
shown increase this year. Net for first five 
months of year totals approximately $1,150,000, 
compared with $393,000 year ago. With im- 
provements and expansion to capacity now 
under way, earnings are expected to be in- 
creased largely in succeeding month. 


SHELL CO. OF CAL.—Government 
Order — Output — Shell in which Royal 
Dutch Petroleum owns large amount of stock, 
is understood to have recently been awarded 
big war contract by the Government. It has 
developed large production. Total output in 
1917 is estimated to have exceeded that of 
1916 when 4,809,403 barrels were produced. 


TEXAS — Wells Brought In — Several 
good wells recently have been brought in on 
acreage in the Saratoga field, Texas, which is 
short distance from Sour Lake. Tract was 
practically abandoned for years, but deeper 
drilling has shown good results. 


UNION OIL—First Quarter Earnings— 
Consolidated income account for three months 
ended March 31, 1918, shows net profit of 
$2,194,804. Total income for period was. 
$3,554,687. Taxes, expenses, etc., amounted to 
$325,395, while interest charges were $144,000. 
Provision for depreciation totaled $890,487. 
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AMERICAN SMELTING—Operations 
Not Affected By Government Decree— 
Officials state that company’s mining op- 
erations in Mexico are not affected by recent 
decree of Mexican Government absolutely pro- 
hibiting exportation of gold and silver. Rul- 
ing calere to fine gold and silver, rather than 
to metal contained in exported ores and base 
bullion. . 


AMERICAN ZINC—Earned Over $1,- 
200,000 Net—Reported to be earning over 
$1,200,000 net per annum. It has more than 
$1,000,000 cash on hand, with $250,000 Liberty 
bonds, so that its financial position is strong. 
Directors are said to be considering retire- 
ment of preferred through purchase in open 
market wiupaver this can be done profitably. 


ANACONDA-—Showing Uncertain—Be- 
cause Anaconda did not report in detail 
amount set aside for taxes last year, it is 
difficult to estimate its actual earnings. After 
taxes, company reported profits of $34,333,000. 
Taxes were lumped in with accounts payable 
so that amount of tax is entirely hidden. As- 


suming that it was considerably more than 
Utah’s or between $5,500,000 and $6,000,000 
company would have had $40,000,000 profits. 


Taking this as basis for 1918, proposed new 
tax would work out about as follows: 

Anaconda has $116,562,500 of capital stock 
and surplus of $63,000,000, making total of 
$180,000,000. An 8 per cent exemption on this 
would be $14,400,000, which, deducted from 
the $40,000,000 of profits, would leave $25,- 
500,000 as taxable balance. Taking 80 per 
cent of this would leave $5,500,000, which 
added to $14,400,000 exemption, would bring 
total net of stock up to $19,900,000, equal to 
$8.50 a share as compared with $14.72 reported 
last year. 


BUTTE & SUPERIOR—May Output— 
Was 6,850,000 pounds of zinc and 170,000 
ounces of silver as compared with 14,100,000 
pounds of zinc and 250,000 ounces of silver in 
April, 1918, and 15,000,000 pounds of zinc and 
293,000 ounces of silver in May, 1917. 


CALUMET & HECLA—Output Gains— 
May output was 12,944,732 pounds of copper, 
compared with 11,734,820 pounds in April and 
14,450,011 pounds in May a year ago. Com- 
pany is going ahead with development of oil 
flotation process under their original contract 
with Mineral Separation. 20-unit plant will 
be built within year if such construction is 
possible. Equipment will include circular 
agitators working in slimes. Waste oil can 
be utilized partly. 


CANADA COPPER—Report—Report 
shows that during past pays company raised 
capital by an issue of $2,500,000 of 10-year 6% 


first mortgage sinking fund convertible bonds. 
Operating Greenwood smelter and adjacent 
mines showed profit of $152,690 for the year. 
Tonnage handled was 203,478, as against 311,- 
858 tons for previous year. Ore carried aver- 
age value of nine-tenths of 1% copper, 0.17 
ounces silver and 0.038 ounces gold, and re- 
sulted in production of 4,247,316 pounds cop- 
per, 46,356 ounces silver, 9,592 ounces gold. 
Mother Lode mine produces about 600 tons 
ore a day. Lone Star mine shipped 4,780 tons 
of ore carrying 1.94% copper, 0.14 ounces silver 
and 0.0380 ounces gold per ton, but the mine 
is nearly exhausted. Ore reserves are placed 
at 10,000,000 tons of actual and_ 2,000,000 tons 
of probable ore, of average value of 1.74% 
copper. 


CONSOLIDATED COPPER—Produc- 
tion for 1917—Total amounted to 9,806,898 
pounds of copper, which was marketed at 
average price of 24.57c. per pound. There 
were also produced 11,979 ounces of silver, 
2,557 ounces of gold and 65,309 pounds of lead. 
Total value of all metals produced was $2, 
473,439. In four months ended April 30, 1918, 
total production was 4,601,885 pounds of cop- 
per, 5,345 ounces of silver, 1,112 ounces of 
gold, 131,215 pounds of lead and 109,510 
pounds of manganese. 


COPPER RANGE—Report—D uring 
1917, 978,015 tons of rock was stamped and 
31,268,130 pounds of refined.copper produced, 
which represents 31.97 pounds of copper per 
ton of ore stamped. The total cost per pound 
of copper produced was 12.58c. and average 
price received 28.735c. Total expenses 
amounted to $3,933,222.05, net earnings were 
$4,966,824.97, and total dividends paid were 
$3,943,912.50. The report covers operations 
of Atlantic Mining, Trimountain Mining, 
Champion Copper and Copper Range R. R 
Companies. During 1917 Baltic Mining was 
dissolved and its assets were transferred to 
the Copper Range, Mine is to be operated as 
the Baltic mine. 


EAST BUTTE COPPER—Report for 
1917—Number of tons of ore mined (net 
weight), 189,473, having an average assay 
value of 4.31% and mined at cost, including 
development, of $8.29 per ton. Total number 
of tons treated was 212,755, which resulted in 
a production of 20,013,900 pounds of copper, 
581,090 ounces of silver and 1,825 ounces of 
gold. Gross income from operations was 
$5,397,868.14; costs covering mining treat- 
ment, freight, selling, refining, etc., $4,089,- 
710.10; balance $1,308,158.04. Net surplus on 
operations was $1,021,960.83 after deductions 
for depreciation, depletion, exploration and 
development. 


FEDERAL MINING & SMELTING— 
First Quarter Report—Shows gain of $63,- 
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945 compared with a loss of $167,768 in the 
quarter ended Jan. 31 last, and gain of $498,- 
046 in the quarter ended April 30, 1917. Ship- 
ments in the last quarter were 19,338 tons, 
compared with 12,036 tons in quarter ended 
Jan. 31, and 37,895 tons in quarter ended April 
30, 1917. Figures take no account of ore 
depletion or depreciation. Operations were 
largely or wholly suspended on account of 
shaft repairs in November and December, 
1917, and January and February, 1918. 


FRANKLIN MINING—Maintaining 
Average Output—Despite labor shortage 
by virtue of improvements that have been 
made in methods during recent years, which 
permit larger amount of work per man, there 
has been no recent change of consequence 
at mine. Franklin, being high cost producer, 
feels effect of low price of copper to large 
degree. 


ISLE ROYALE COPPER—Report— 
Total copper produced in 1917 amounted to 
13,480,921 pounds at cost of 15.35c. per pound. 
Gross income was $1,224,708.04 and dividends 
paid during year amounted to $400,000. There 
were 922,160 tons of rock treated, at cost of 
$2.02 per ton, including costs of mining, trans- 
portation, stamping and taxes. Refined cop- 
per per ton of rock treated was 14.6 pounds. 
Total shaft sinking during year was 996 feet. 
Underground openings driven amounted to 
19,271 feet, divided into drifting, 9,822 feet; 


drift-stopping, 8,636 feet, and crosscutting 813 


feet. Buildings were equipped with automatic 
sprinklers for fire protection. A 30,000,000- 
gallon motor-driven, centrifugal pump for 
furnishing water for entire mill was ordered. 
The 10% premium and 50c. bonus for each 
day’s work were continued throughout 1917 
and will be in force until July 1, 1918. 


LAKE COPPER—Annual Output—Pro- 
duced 1,461,893 pounds of copper in year end- 
ed April 30, 1918, sold at an average price of 
25.57c. pound. Production in previous year 
amounted to 1,489,247 pounds of copper sold 
at average of 29.726c. nound. 


LAKE SUPERIOR—Report—For fiscal 
year ended April 30, 1918, shows production 
of 1,461,893 pounds of copper sold at average 
price of 25.57 cents pound. Deficit was $30,- 
833, compared with profit of $108,194 in pre- 
ceding year. Surplus on April 30, 1918, stood 
at $331,525. 

NIPISSING MINES—Report—Cash in 
bank, Canadian and United States war bonds, 
alue of bullion in transit, value of ore on 
aand and in process, and bullion ready for 
shipment amounted to $3,472021. compared 
with corresponding total of $3,605,301, as of 
April 1, 1917. 

ONTARIO SILVER—New Deposits 
Opened—Has encountered ore on 1,600- 
foot and 1,700-foot levels, extent of which has 
not been determined. Strike is result of first 
exploratory development ever conducted un- 


derneath four mile drainage tunnel on 1,500- 
foot level, which in former years J. B. Haggin 
interests drove beneath the old ore deposits 
that yielded $14,000,000 in dividends. Com- 
pany’s earnings in May were $78,000 as against 
$76,000 in April. 


OSCEOLA CONSOLIDATED—Report 
—Production in 1917 amounted to 16,084,- 
958 pounds at cost of 13.49c. per pound. For 
12,383,918 pounds of copper delivered, average 
of 27.89c. per pound was received. Gross in- 
come was $1,777,625.26, taxes $602,093.73 and 
dividends paid $1,346,100 Rock treated 
amounted to 1,237,805 tons, at cost, including 
mining, transportation, stamping and taxes, of 
$1.63 per ton. Refined copper per ton of rock 
treated was 13 pounds. Underground work 
consisted of following—Osceola, No. 6 shaft, 
3,898 feet of openings ; North Kearsarge No. 1 
shaft, 137 feet of shaft and 1,187 feet of open- 
ings; No. 3 shaft, 589 feet of openings and 
No. 4 shaft, 634 feet of openings. 


PHELPS-DODGE—Extra Dividend— 
Declared $3.50 in addition to regular quarterly 
dividend of $2.50 share, payable June 28, to 
stock of record June 18. Three months ago 
extra disbursement was $5.50 share. 


SHATTUCK ARIZONA—Output in May 
—Production amounted to 840.995 pounds 
of copper, 12,021 ounces of silver and 114.6 
ounces of gold. No lead was produced. 


SENECA COPPER—Sinks New Shaft— 
This company under the management of 
Lewisohn Bros. made new record in shaft 
sinking in May, total being 208 ft. 


SILVER KING OF ARIZONA—Re- 
ports Discovery—Discovery of silver metal 
has been made on company’s Arizona property 
assaying over 10,000 ounces of silver to ton. 
This is on 400-foot level, which has been 
opened up. Mill has been bought and will be 
delivered about first of September. Mean- 
while work on vein that has just been struck 
will be pursued to discover its real value. 
Silver King is a twin mine of Magma. Magma 
was formerly Silver Queen. Both were 
abandoned twenty years ago, after millions in 
metal had been taken out. Price of silver and 
copper stimulated reopening of Magma and 
later Silver King. 


TONOPAH EXTENSION—Net Real- 
ization from Ore—Report states there were 
1,296,999 ounces of silver and 12,848 ounces 
of gold extracted from 110,187 tons of ore 
treated at mill in Tonopah. Average price 
realized for the silver was $0.86081 per ounce, 
making the average value of the ore $12,543 
per ton. Gross receipts were $1,250,982.73 and 
net realization $258,473. 


UNITED VERDE EXTENSION — Ex- 
tra Dividend of 25 cents per share has 
been declared in addition to regular quarterly 
dividend of 50 cents per share, payable August 
1 to stockholders of record July 3, 
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Curtiss Aeroplane—Its Great Business 


Is Now Doing Nearly as Large a Gross Per Month as It 
Did in Entire 1916 Year—Government 
Financing—Taxation Outlook 





By FREDERICK LEWIS 





HEN the United States entered the 
world war one of the first meas- 
ures decided upon was a huge 
aeroplane program. The value 

of the aeroplane in war was so obvious that 
many military experts were of the opinion 
that ultimate victory would rest with the 
side that controlled the air. The United 
States decided, therefore, to have just as 
large an air force as it was possible for the 
plants of the country to turn out. 

Curtiss Aeroplane & Motor Corporation 
had already made a very large number of 
aeroplanes for the Allies before the United 
States came in and had, therefore, the ex- 
perience and plant facilities necessary to 
handle the huge Government orders that 
were given out. 

It is true that the aeroplane output pro- 
gram has come in for a good deal of public 
criticism, as results were not up to the pre- 
dictions made at the start. Over-optimistic 
predictions were made because many of the 
difficulties to be overcome were not realized 
a year ago. The Curtiss company has been 
delayed, it is true, but the delay was no 
fault of the management. Changes in speci- 
fications and delay in the delivery of ma- 
terial over which the company had no con- 
trol were the principal causes of the pro- 
crastination. In the year ended April 1, 
1918, this company delivered over 2,000 
planes, whereas it only claimed a capacity a 
year ago of 1,500 planes. That record 
speaks for itself. 

The present company was incorporated 
in January, 1916, and took over the prop- 
erties of the Curtiss Aeroplane Co., the 
Curtiss Exhibition Co. and the Curtiss 
Aeroplane & Motors, Ltd. It also acquired 
the Atlantic Coast Aeronautical Station and. 
the Burgess Aeroplane Co. Its main plants 
are located at Buffalo and Hammondsport, 


N. Y., and Marblehead, Mass. The initial 
capacity of these plants was 1,500 machines 
and 1,500 engines per annum, but this has 
been greatly increased and the company is 
now said to be turning out planes at the 
rate of about 5,000 a year. 


Willys-Overland Control 


In August, 1917, the Willys-Overland 
Co. obtained control of Curtiss for a period 
of three and a half years. Willys-Overland 
gave $1,600,000 6% notes to Curtiss in- 
terests and in return took $1,600,000 6% 
Curtiss notes. The former also purchased 
24,000 shares of Curtiss 7% preferred 
stock at 75 and 60,000 shares of common 
stock, at $20 a share (Willys-Overland 
financed this purchase through a special 
sale of its preferred stock at par). All the 
stock of the Curtiss company is in a voting 
trust which has about three years more to 
run, and as two of the three voting trustees 
represent Willys-Overland interests the lat 
ter company will control the destinies of 
Curtiss until the trust expires. 

Control by Willys-Overland has un 
doubtedly been a very favorable develop 
ment for the Curtiss company. The 
former’s wide experience in the production 
of engines and its immense machine shop 
and foundry resources are invaluable in 
supplementing the latter’s facilities. 


Earnings 


For the year ended December 31, 19106, 
the Curtiss earned $4.31 a share on the 
common stock. This was on a gross busi- 
ness of $6,158,439. In 1917, in spite of 
an increase in gross to $19,826,772, only 
$1.42 a share was earned on the common 
In 1917, however, a special charge of 
$1,500,000 was made against patents and 
had this not been done the company would 
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have shown about $8 a share earned on the 
common. 

In arriving at any conclusion as to the 
value of Curtiss common the important 
point to consider is the earning possibili- 
ties the company has in the current year 
and in 1919. The company is just strik- 
ing its stride in quantity production, and 
the year 1917 should be regarded as more 
or less of an adjustment period which pre- 
pared the way for a big output in 1918. 

Gross business of the company is now 
said to be running at the rate of nearly 
$5,000,000 a month, or $60,000,000 a year. 
A very important point in this connection 
is that the company need have no fear of 
too much business, as it has the financial 
backing of the United States Government. 


agement and Washington in regard to this 
matter and that assurances have been given 
the company that it will be permitted to 
make a very liberal deduction from earn- 
ings for amortization of plants, patents, etc. 
The taxation burden, therefore, should not 
be unduly heavy. 

Capitalization of Curtiss consists of 
$6,000,000, 7% cumulative, preferred 
stock and 217,540 shares of common stock 
of no par value. There is also a $15,000,- 
000 first mortgage, but this is only being 
used as collateral for United States Gov- 
ernment loans, which are said at the present 
time to be in the neighborhood of 
$9,000,000. 

The company is now working on an order 
for 800 Bristol machines which it is ex- 














Ready to Start on a Hun Hunt 





Early this year the United States Govern- 
ment advanced Curtiss Aeroplane about 
$12,000,000 and part of this money was 
used by the company to retire its outstand- 
ing note indebtedness of $3,600,000. 

It is reliably reported that net earnings 
are now running at the rate of about 
$1,000,000 per month which, however, is 
before deducting taxes or other adjust- 
ments that may be made. The taxation 
question is, of course, a very important one 
for the Curtiss company, as its earnings 
before the war were inconsequential and a 
75% or 80% excess profits tax, as is being 
talked of in Washington, has an ominous 
look. Taxation of this company will de- 
pend largely on what adjustments can be 
made with the authorities at Washington. 
It is understood that several conferences 
have already been held between the man- 


pected will be completed by the end of Au- 
gust. The Bristol plane carries a Liberty 
motor and is equipped with three guns, two 
mounted forward firing through the pro- 
peller and the other mounted in the rear. 
It also carries a wireless outfit. In addi- 
tion, the company has an order for 700 
training planes which should be completed 
shortly. 
New Battle Plane 

For the past three or four months the 
company’s engineers have been making ex- 
haustive tests of a new battleplane. An- 
other month of tests will probably be neces- 
sary, but the management believes that it 
has perfected a battleplane that will com- 
pare favorably with the best that is being 
turned out on the other side. Tests so far 
made indicate a speed of 145 miles an hour, 
with possibilities up to 155 miles. 
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There is little doubt but that the Curtiss 
plants will be kept at capacity until the war 
is over. What its earning power will be 
after the war is, of course, uncertain. A 
big falling off in the demand for aeroplanes 
is to be expected, but under Willys-Over- 
land management it is likely that a large 
portion of the plants can be put to other 
uses. An important point to consider 
is the relatively small capitalization of 
Curtiss, compared with the very large gross 
business the company is now doing. It is 


quite probable that before the war is over 
the company will have earned more than 


enough to justify the present price of its 
common stock, even should earnings after 
the war fall to relatively small proportions. 


Position of Stock 


At present prices of around 40 the com- 
mon stock has a market value of $8,680,- 
000. Prospects are reasonably bright that 
total net earnings for the two years 1918 and 
1919, after deducting taxes, will at least 
equal this amount. The stock should be 
regarded as decidedly speculative, but as a 
speculation it is not without attractive pos- 
sibilities. 
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AETNA EXPLOSIVES—50% Dividend 
for Creditors—Judge Mayer has issued an 
order authorizing receivers to pay second 
50% dividend to merchandise creditors 
whose claims have been allowed on condi- 
tion that they accept payment in Liberty 
bonds at par. To those who refuse, pay- 
ment of 25% only of the full amount will 
be made leaving 25% to be paid. First 50% 
dividend amounted to $827,196. Order au- 
thorizing receivers to build plant for manu- 
facture of T. N. T. at cost of $500,000 to 
take place of one destroyed on May 18, on 
which insurance of $300,000 may be secured. 
Capacity of plant will be 2,000,000 pounds of 
T. N. T. a month. Receivers are delivering 
2,500,000 Ibs. per month to United States 
Navy with 20,000,000 still to come. 

CURTISS AEROPLANE—War Taxes 
and Production—War tax problem has been 
adjusted, as result of conferences between 
its representatives and Government tax 
authorities. Official of company says Gov- 
ernment has been very fair, and has allowed 
liberal charge-offs on patents depreciations, 
etc. Entire war tax levy is entirely agree- 
able to the directors. It is now well into 
quantity production, working on order for 
800 Bristol battleplanes and 700 advanced 
training planes, as well as seaplanes. 


JONES & LAUGHLIN—To Add Coke 
Ovens—H. Koppers Company has received 
contract for construction of by-product coke 
plant of 300 ovens. This plant will have car- 
bonizing capacity of approximately 2,000,000 
tons per year, and will replace beehive coking 
capacity to that amount, Plant will be equip- 
ped for recovery of ammonium sulphate, tar, 
benzol and toluol. 

NEW YORK DOCK — Report—Gross 
earnings for first five months of current year 


were $2,101,316, compared with $1,808,481 in 
1917 Net amounted to $930,296 against 
$915,608. 

NORTH AMERICAN PULP—Sub- 
sidiary Acquired Interest in Public Utility 
—Report states that since close of the 
calendar year, Chicoutini Pulp one of prin- 
cipal parts of combination, has acquired 
controlling interest of 11,150 shares of 
Saguenay Light & Power Co., owning 
valuable water power grants on Peribonca 
river and several plants in district. Latter 
controls through stock ownership the 
Saguenay Quebec Telephone, with 1,000 
miles of line in district and connecting 
with Quebec. 


UNITED STATES STEAMSHIP—Has 
$50,000,000 Business on Books—Operating 
two plants in Connecticut and one in Vir- 
ginia, company, through subsidiaries, has 
contracts from United States Shipping 
Board for construction of 12 wooden and 
30 steel cargo vessels. All ships retained 
have been commandeered by Government 
at rates which more than cover current divi- 
dend requirements. At Virginia Shipbuild- 
ing Corporation site, company erected in 
record time of 85 days, plant for construc- 
tion of steel ships. When completed, will 
have eight ways for turning out large size 
vessels. Will do all its own steel fabricat- 
ing on ground. Groton Iron Works, an- 
other subsidiary in Connecticut, fabricates 
some of its own steel requirements. At>this 
point, company will turn out 8,800-ton ves- 
sels while southern yards will build 9,400- 
ton ships. Orders from United States Ship- 
ping Board were booked on a flat price 
basis. Profits will depend upon labor and 
material markets and cannot be estimated 
at this time. 
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Right and Wrong Methods in Invest- 


ment and Speculation 


XVI. Averaging 











HE theory back of the custom of 
buying more of a security when 
it goes lower is that the lower 
the price the cheaper the security. 

This is not necessarily true. The lower 
price may be due to various influences, some 
of which do and others do not reflect the 
intrinsic value or earning power of the stock 
or bond. 

The decline may be due to technical mar- 
ket conditions, some disastrous news, an 
unusual demand for money, a falling off in 
earning power, increased competition, Gov- 
ernment regulation, heavy taxation. Some 
of these factors make the security a greater 
bargain at the lower price and some the very 
opposite of this. 

Unconsciously those who follow this 
practice are also depending to a certain ex- 
tent upon the law of action and reaction, 
as it is called in Wall Street. To put it 
in simpler form, the rule (which like all 
rules, sometimes works), is that when a 
security declines a certain number of points, 
it is entitled to a recovery of half or more, 
and that on this recovery those who have 
averaged on the decline can get out even or 
better. 


The Investment Point of View 


In buying investment securities solely for 
income, the averaging method is at its best. 
In fact, the better the security the greater 
the advantage in averaging, because the 
lower you buy it the greater the yield and 
the assurance that if patiently held, the 
bond or other security will also be worth 
more as to principal. 

The farther you get away from high- 
grade investments, the greater the risk in 
averaging on the buying side, for the other 
extreme is the security which is on the down 
grade and which, although it may. rally, 


By RICHARD D. WYCKOFF 





might never again return to the point where 
your first purchase was made. 

St. Paul used to be regarded as a very 
high-grade investment stock. It formerly 
fluctuated around 120 to 140 and about a 
dozen years ago it rose to within a few 
points of $200 per share. What happened? 
St. Paul built an extension to the Pacific 
Coast and so loaded itself down with obli- 
gations with which to carry out this under- 
taking that the stockholders have suffered 
ever since. 

Suppose you have bought St. Paul at 150 
on the way down and there, and then de- 
cided that you would buy more every ten 
points down, no matter how low it declined. 
By the time it reached 35, which it did not 
long ago, you would have had a nice little 
bundle of St. Paul and its average cost 
would have been 95. As this road has had 
some difficulty in earning even its preferred 
dividend, it is a great problem when it 
will recover to a price of 95 and whether 
under Government control it ever will. 

Bigger men than you have made great 
mistakes or what afterwards appeared to 
be mistakes in the purchase of securities. 
I remember one day E. H. Harriman sent a 
check for $4,000,000 to a certain brokerage 
house and instructed them to buy 20,000 
shares of N. Y. Central not far from 140. 
This stock was bought and went into the 
Union Pacific treasury. N. Y. Central is 
now selling at about half the price Mr. 
Harriman paid. There was no one in Wall 
Street who was ever any better judge of 
securities than he. 

H. H. Rogers in the days when he was 
at the height of his power, was regarded 
as an excellent judge of securities and a 
very successful investor and speculator. Yet 
the panic of 1907 found him heavily loaded 
with St. Paul and numerous other stocks 
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which he was obliged to sell and hypothe-- 


cate. 

Harriman and Rogers were shrewd, far- 
seeing men but no living man can tell what 
the course of the security market will be far 
enough in advance to warrant his averaging 
in anything but the best grade of securities. 

A decline after you have purchased the 
first lot indicates that your original judg- 
ment was wrong. Never mind the reason. 
The mere fact that the purchase shows a loss 
proves that you did not buy it at the right 
time. If this be true of your first lot, why 
may it not be true of the second, third, 
fourth and subsequent lots? Why should 
it not decline if the forces tending to bring 
about the depreciation are more effective 
than those contributing to enhancement? 
Surely the fact that you have purchased it 
is not a reason for it to advance. 

Those who remember my “Seven Ages of 
a Stock” in which comparison was made 
with the “Seven Ages of Man,” will recall 
that securities are all in a continuous pro- 
cess of enhancement or deterioration in 
their financial and physical aspects. The 
past history of every American Corporation, 
if the facts could be disclosed, would show 
that at one certain time in its career, it 
stood at the very highest point of develop- 
ment which it enjoyed either before or since. 

But the difficulty is that these corpora- 
tions, in their progress from one stage to 
another, give little or no indications of what 
the future holds in store for them. Even 
those in the management do not know what 
contingencies will arise to completely change 
the course of the company’s affairs. 


A Low Price Is Not Necessarily Cheap 
To assume, therefore, that a security is 


cheaper because its price is lower, is to de- 
cide in advance that the developments which 
bear upon its future price in the market 
will be favorable and that at some point 
in its career, perhaps months or years from 
now, there will be an opportunity to get 
out even, or at a profit. 

The disadvantage, which is generally 
overlooked, is that this method to a great 
extent commits one permanently to a fixed 
position and thus ties his hands for the fu 
ture. Making up one’s mind to buy more 
and more usually causes one to disregard 
the possible threatening features of the sit- 
uation, owing to his having originally de- 
termined to carry out this particular aver- 
aging campaign. 

Like most well-known and generally fol- 
lowed methods, the reverse is in most cases 
nearer to the ideal. That is, i ts better to 
average with the market than against it. 

If you buy stock at par and it advances, 
you have proof that your original judgment 
was correct and you might better buy more 
at 105 than 95. For while the lower price 
should warn you of danger, the higher fig- 
ure is encouraging and promises still better 
things. 

I have met a great many people who have 
lost vast sums of money by averaging when 
securities went against them, and I know of 
a great deal of money that was made by 
following the reverse of this rule. 

The advisability of either course depends 
upon the class of security in which the av- 
eraging is done. Greater safety, income 
and profit lies in buying high-grade invest- 
ments at a steadily reduced market price. 
Danger lies in such operations being con- 
ducted in the highly speculative and widely 
fluctuating stocks. 


(Series to be continued.) 








THE BUSINESS OF SPECULATION 


Wall Street is crowded with men who are there in hope of making money, but who 
cannot be persuaded to look at the proposition from a practical business standpoint. Least 
of all will z study it, for this means long hours of hard work, and Mr. Speculator is laziness 
personified. Frequently I have met with those who pin their faith to some one point, such as 
the volumes up or down, and call it Tape-reading. Subere, unconsciously trading on mechani- 
cal indications, pretend to be reading the tape. Then there is a class of people who read the 
tape with their tongues, calling off each transaction, a certain accent on the higher or lower 
quotations indicating whether they are bullish or bearish. These and others in their class 
are merely operating on the superficial. If they would spend five or six hours a day (which 
thev now practically waste) in close study of the business of speculation, the resu!t in dollars 
would be more gratifying at the end of the year.—Studies in Tape Reading, by Rollo Tape. 
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The Volatile American Sumatra Tobacco 


A Stock Which Rises Quite as Easily as Smoke from the 
Fragrant Weed in Which the Company Deals— 
Study of Its Market Action 





By THOS. L. SEXSMITH 





MERICAN SUMATRA TOBAC- 

CO, in its meteoric rise from 30, 

around which price it sold when 

it was listed on the Stock Ex- 

change about one year ago, to above 145 

reached recently, has furnished one of the 

sensations of Wall Street. It now shares 

honors with General Motors as the cham- 

pion terror of short sellers, and many a 

trader today sadly wonders why he ever was 

so foolish as to put his own head supinely 

into the noose which was shortly to hang 
him. 

American Sumatra when listed in May, 
1917, was a nice little close corporation as 
stock companies go, although a certain dis- 
tribution of the company’s stock had been 
effected prior to its listing in accordance 
with the requirements of the Exchange in 
this respect. But the main holdings, so it 
was understood in quarters that might be 
expected to have authoritative information, 
were for the most part undisturbed. In 
other words, it was possible for those who 
controlled the bulk of the outstanding stock 
in the company to do with it in the market 
pretty much as they desired. 


Small Outstanding Capitalization 

To understand the ease with which 
American Sumatra has been marked up in 
one year’s time from 30 to above 145 it is 
necessary to know that the total common 
stock capitalization of the company is 
70,000 shares, with a par value of $100 
the share. In these days of animated deal- 
ings on the Exchange, days which have a 
total of 250,000 shares in Steel common 
are by no means rare. It is a poor day 
when the trading in Steel gets down to so 
low a volume as 70,000 shares. There are 
several stocks which at times of real activ- 
ity average better than 70,000 shares daily. 
For an active trading stock, it will readily 
be seen that the total number of shares of 
stock available for exchange is ridiculously 
small, compared with other popular trading 
stocks. For instance, there are over 5,000,- 


000 shares of Steel common outstanding; 
250,000 shares of Crucible; nearly 500,000 
shares of Corn Products common; 445,860 
shares of Bethlehem B stock, and more than 
a million shares of Anaconda. Even Bald- 
win, a notoriously easily manipulated issue, 
has an outstanding common stock capitali- 
zation of 200,000 shares. 
Effect of Rising Prices 

Watching a stock soar continuously in 
price has a different effect on the emotions 
of different people. Some would be influ- 
enced to purchase it on account of the con- 
stantly advancing tendency in evidence, 
while others, having missed the buying op- 
portunity when the stock was well down in 
price, would be inclined to sell it short, 
thinking that the advance had gone too far 
or too fast, and that a sharp reaction was 
due. Evidently more traders followed the 
latter line of reasoning in the case of Su- 
matra. The action of the stock for a long 
time has suggested the presence of an in- 
creasing short interest, and its wild bursts 
of aggressive bullishness from time to time 
testify to the dire plight of these luckless 
shorts and their frenzy to cover lest they be 
shorn of all their remaining crop of golden 
“woo hag 

In this connection it may be opportune 
to call attention to a precept which many 
writers in THE MAGAZINE OF WALL 
STREET have from time to time emphasized. 
Our readers have often been warned against 
the great danger of selling a closely held 
stock short, or any stock for that matter, 
without putting in a stop loss order at the 
time, or at least determining definitely on 
the amount to be risked in the operation. 
It is doubtful if any short sale is worth a 
greater risk than five points. More often 
the risk could readily be reduced to much 
less. Five points is the limit, however, be- 
cause if one’s judgment be not right with 
that amount of leeway there is no telling 
how far wrong it may be. Witness the po- 
sition of those who may have sold Sumatra 
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short at 50, 60, 70, 80, 90 or par without 
a stop loss on the transaction. 
Rise Was Continuous 

Accompanying this article is a graph 
which shows the progress of Sumatra since 
its listing. It will be seen that during the 
thirteen full months recorded, each succeed- 
ing month had a higher minimum price, 
and each month a higher maximum price. 
In other words, each month’s price range 
had a higher top and bottom. The upward 
movement, as far as the monthly unit of 
measurement is concerned, was continuous. 
This is especially noteworthy in view of the 
fact that, with the exception of the month 
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of May, 1917, the first eight months shown 
in the graph were months of unusually 
bearish activity in the stock market as a 


whole. From the middle of June, 1917, to 
the middle of December, an average of 25 
industrial stocks declined 33 points. Some 
individual stocks declined much more. 
Steel common, from its high on the last day 
of May to the low touched on December 20, 
lost about 57 points. 

That Sumatra, under such extraordinari- 
ly adverse general market conditions, could 
advance in the meantime one hundred per 
cent. in selling price, should have furnished 
evidence enough to those who were itching 
to sell it short that there was something 


pretty substantial behind it. A stock does 
not rise steadily in a declining market 
without a good reason. Somebody was 
buying it continuously, and that somebody 
probably knew something important about 
conditions within the company, otherwise 
the buying operations would hardly be car- 
ried on the face of the existing market 
conditions. 
Squeezing the “Shorts” 

It is clear that the ‘market operations 
conducted in Sumatra during the early 
months of the present year exhausted what 
little floating supply of stock had up to 
that time existed. Many shorts were 
“locked in” also, and the first sharp rise 
to 95 followed. Here a considerable num- 
ber of shorts evidently covered, but a new 
and perhaps even larger short interest was 
built up. The skyrocketing of the stock to 
145 is recent history. From that point, 
which was reached in an exciting day’s fluc- 
tuations which covered more than 10 
points, a good reaction to around 122 fol- 
lowed, but the character of the manipula- 
tion during the downward movement was 
such as to suggest that the real purpose was 
to regain stock previously sold. Subse- 
quently it has rallied, up to the time of 
writing, to fractionally above the May high 
point at 145. Shorts in it who may now 
allow it to go much above 147 without cov- 
ering short contracts are again courting a 
danger indefinite only to the extent of their 
available funds. 

Given a favorable market there is no 
knowing where a stock like Sumatra might 
eventually be bulled to. Until ownership 
of the bulk of the outstanding stock not 
needed by insiders for the purpose of con- 
trol passes into the hands of outsiders, at 
a satisfactory average price level, no real 
reversal in its price trend may be looked 
for. Current action of the stock, while sug- 
gesting that this transfer has already taken 
place to some extent, indicates that a further 
distribution is yet to take place. 

Marginal operations in a _ stock like 
Sumatra are at best dangerous, either for 
the long or short account. There are too 
many seasoned stocks available for trading 
operations, whose movements respond with 
a good degree of regularity to supply and 
demand, for traders to waste time and 
money trying to guess which way such a fast 
mover is going to jump next. 
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MARKET STATISTICS. 


Dow Jones Avgs. 50 Stocks 
40 Bonds 20Inds 20 Rails High Low Total Sales 


Monday, June 17.... 76.69 80.61 83.25 71.95 71.00 538,100 
Tuesday, 18.... 76.72 80.98 83.31 71.44 70.91 367,200 
Wednesday, “ coce F600 80.93 83.26 71.70 71.16 377,600 
Thursday, -- 176.68 81.83 83.50 72.01 71.31 421,700 
Friday, 76.65 81.65 83.24 72.40 71.76 578,200 
Saturday, 76.69 81.95 83.31 72.30 71.79 250,900 
Monday, 76.75 82.50 83.42 72.84 72.23 640,500 
Tuesday, 76.63 82.40 83.36 72.73 72.07 562,200 
Wednesday, 76.65 83.02 83.69 73.17 72.32 618,300 
Thursday, 76.55 82.78 83.37 73.37 72.47 636,400 
Friday, 76.62 82.58 83.20 72.77 72.11 414,700 
Saturday, 76.60 82.68 83.11 72.75 72.40 © 180,100 
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(No. 

issues) 
177 
164 
170 
182 
194 
142 
200 
176 
211 
199 
172 
139 
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IMPORTANT DIVIDEND ANNOUNCEMENTS 


To Obtain a Dividend Directly from a Company the Stock Must Be Transferred inte the 
Owner’s Name Before the Date of the Closing of the Company's Books 





Latest Books Dividend Ann. Latest Books Dividend 
Name dividend close payable rate Name dividend close 


A 


7% Air Reduction Co. p. 1\% *June 30 July 7% Nat Biscuit p 
$4 Air Reduction c $1.00 *June 30 July 7% Nat Biscuit c 
7% Allis-Chalmers p ... 1K % *June 29 July 5% Nat Cloak & Suit c.. 
.... Allis-Chalmers p ace. %% *June 29 July li 7% Nat Paper & Type p 1%% 
6% Amer Agr Chem p... 14% *June 24 July 7% Nat Paper & Type p 1\%% 
6% Amer Agr Chem c... 1%% *June 24 July 5% New York Cen RR.. 1%% 
8% Amer Beet Sugarc..2 % *July 13 July 16% New York Transit.... 
Amer Locomotive p.. 1%% *July 5 July 22 20% Nipissing Mines 
Amer Type Fdrs p.. 1%% *July 10 July 15 8% Northern Central Ry.. 
Amer %o *July 10 July 7% Northern Pacific .... 1%% 
Amer *June 14 July 8% Nova Scotia S&C p2 % 
Amer W 1\%% *Junel4 July 5% Nova Scotia S & C c. 14% 
Assoc Oil *June 29 July 
Atch Top & 8S Fe p. 2%% *June 27 Aug. 
Atlan Coast R R ec. 3%% *June 25 July Ohio Brass 
Atl G & WI1S8S c.. $5.00 *June 28 Aug. -.-» Ohio Fuel Supply.... 
' Old Col Woolen M... 
Old Col Woolen M p. 
Otis Elevator p 
Otis Elevator c 


*Aug. 17 
*Sept. 30 
*July 8 
*June 29 
*June 29 
*July 9 
*June 22 
*June 29 
*June 29 
*July 5 
*June 29 
*June 29 


OECOuOCOLL LOO 


*June 30 
*June 29 
*June 20 
*June 20 
*June 29 
*June 29 


©2eoeo © 


Barrett Co p *July 1 
. Bell Telep Canada... 2 ‘0 *June 29 


*June 29 
*July 1 
*June 29 


Pacific Tel & Tel p.. 
Philadelphia Co c... 1%% 
June 30 ‘ Phila & W Ry Co p. 1%% 
oy = 29 «Jul; Pittsburgh Coal (Pa) ¢ $1.25 
“ une 29 Prairie Oil & Gas Co.. $3.00 
June 2 .... Prairie Oil & Gas ext. $2.00 
Procter & Gamble p.. 2 % 
stuiy 19 4 Procter & Gamble ec..5 % 
*July 15 ..++ Procter & Gamble c ef4 % 
*July 15 
<July 15 . 5% Quaker Oats p 
sJune 28 2% Quaker Oats c¢ *July 1 
July 15 
*June 25 3 
*Ang. 16 = Aug. § Reading Co 1 p *Aug. 27 
*June 27 Reading Co 2 *July 18 
; Reading Co c *July 18 
D Republic Ry & L ‘ % *July 1 
Jo Republic Ry & Lt ec. *July 1 
Detroit Edison 2°% *July 1 
% Distillers Secur Corp. %% *July 2 
. Distillers Sec Corp ex 14% *Iuly 2 % Securities Co. 2%% *June 29 
DuPont (EB I) deb st. 14% *July 10 . Shattuck Arizona Cop $0.25 *June 29 
Du Pont (EB I) p.... 1%% *July 20 . ...» Shattuck Ariz Cop ex. $0.25 *June 29 
Du Pont (E I) ¢c.... 1%% *July 20 ; ....» So Cal Edison 1 p... $1.75 *June 30 
Duquesne Light Co p 1\%% *July 1 ° £% Superior St Corp 1 p. 2 %@ *Aug. 1 
® Superior St Corp 2 p.2 %@ *Aug .1 
Superior St Corp c.. 1%% *July 15 
= T 


Eastern Steel Co c.... 24% *July 1 T & Willi ° 
. Eastman Kodak ¢ ex. 74% *June 29 — iliams Cp $1.25 wuty 1 
Edison Elec (Boston) 3 % *July 15 


©oOo0 


Canada Cement c.... 14% 
Cen Coal & Coke p. 1% % 
Cen Coal & Coke c.. 1%9 
Cen Fdy Co ord p.... 
Cen Fdy Co 1 p 
Central R R of N J. 2 
Cities Service Co p. %% 
Cities Service Com c %% 
Cities Service Co c ex t%% 
Cleyv C C & St P p. 14% 
Commonwealth Edison 2 
Comp-Tabulat-Rec ... 1 
. Crucible Steel p acc. 2 
Cumberland Pipe c.. $6.00 


eo 
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Underwood Type p... 1%% *Sept. 16 
Underwood Type c... *Sept.16 Oct. 
© United Gas Imp p *June 29 July 


Globe Oil Co 


1%4% 
Granby Consol Mining 2%% *July 19 
Victor Talk Mach p. 1%% *June12 July 15 


Victor Talk Mach c. 5 % *June 12 July 15 
Virginia Ry & Pwrp3 % *July 1 July 2 
Indiana Pipe Line... ' *July 20 , w 


Western Union Tel.. 1%% Q 
West’house E & Mfg p 1%% Q *June 29 — 
. — . -.-. West’h B & Mfg p e 14% *June 30 uly 31 
Rarer Whe COTE. iMG G duly ie Ang. | Hig Westhome Ra Mig e 18% Q dune 30 uly © 
Kayser (J) & Co 2 p. *July 18 : West Penn Power p. 1%% Q “July 20 Aug. ! 
7 9 eee 
Kayser (J) & Co c.. June 21 * Dividend payable to stockholders of record of this 
date. 
+ Payable in common stock. 
e Interim dividend. 
Morris Plan ..... : *July 1 Aug. ff Payable to Red Cross 
Michigan Central RR. y *June 28 3 ace Accumulated ; 
Motor Car Sec Corp.. *June 10 ex Extra. : 


June 20 July 
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